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INTRODUCTION 
A story I read inspired me to write this thesis. In 1626, the island of Manhattan was 
bought by Peter Minuit of the Dutch West India Company from a tribe of Native 
Americans in exchange for goods valued at 60 guilders, which worth $24 at that time 
(Edwin G. Burrows and Mike Wallace, 1998). This transaction is often viewed as 
one-sided, whereas when the transaction actually happened either the Dutch or the 
Indians felt they had swindled or been swindled by the other party to the deal (How 
much would the $24 paid for Manhattan be worth in today’s money, 1992). 
People who do not understand the value of the 24$ at that time see this transaction as 
a robbery of the Native Americans. However, some scholars proved this was 
reasonable by viewing it from another angle. They proved this by assuming that the 
leader of the tribe invested the $24 in stock market and after 385 years he pulled the 
money out (Stock market actually started in 1792). Assuming the annual return rate 
of a stock is 11% (11% is average historical rate of return of American stock market), 
that $24 is $6,084,642 trillion in 2011. Is this number good enough for the land price 
of Manhattan Island? It is hard to tell. Nevertheless, what the story teaches us is 
Peter bought Manhattan Island for 24 dollars, which was not so much at the time; 
however, after some decades, it was worth a lot. If some US developer buys land in 
China, they can get a good deal because China is developing and the land prices are 
appreciating. 
In United States, it has been several hundred years since people started doing real 
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estate business, especially under an international background. Due to the real estate 
property’s immovability, the land value grew inevitably along with the development 
of economy in the Manhattan area. Therefore, whether a developer could achieve 
success essentially depended on the foresight and evaluation on the economy 
potential, and real estate market potential in that specific area. 
China is developing at an incredible speed that catches eyes from all over the globe 
in recent years, especially the US’s - the biggest economic entity in the world. It is 
definitely possible for US developers to go to China; for example, Hine’s Interests 
landed in China in early 1990s. Nevertheless, developing land in China is not as easy 
as Peter acquiring Manhattan Island from the native Indians. This thesis will explain 
a lot of what a developer should know before going into China. 
In the first chapter, how China’s real estate market operates is explained. Then the 
government’s role in real estate market is revealed. Further, the status quo of Chinese 
real estate market is briefly summarized. 
In the second chapter, the practical steps of how to develop a real estate project in 
China are introduced. For each step, the unique features such as financial methods 
and taxation rules customized for the special real estate market are referred along 
with the introduction. Next, two cases (one in U.S. and one in China) are brought in 
respectively to see the differences in the way of studying financial feasibility for real 
estate development. The result shows that even though there are some unique 
features in the real estate development step in China, such as taxation rules, the 
development procedures are generally similar to the American way. Given the real 
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estate market situation in China in the year 2005, from the result of case study it took 
shorter time to get profit back and the return on investment (ROI) turned out to be 
higher than US case in China. 
Finally in the third chapter, both the opportunities and obstacles for U.S. developers 
to land on China are analyzed. The opportunities are spread out into four sections. In 
the first section, the background of foreign investments in the real estate sector is 
introduced. The second section reveals the growing trend of foreign investments in 
the real estate sector by analyzing reports from National Bureau of Statistics of 
China. The third section is focused on the money market in China, which is strongly 
hooked up with the real estate sector. Impetus towards a more opened money market 
can be spotted in this section by reviewing the latest guidelines on China’s money 
market. In the last section, the big concern on profit repatriation is eliminated given 
the existed money repatriation method in China.  
For the barriers part in the third chapter, it is further split into five sections. The first 
section focuses on about the foreign-invested industry preference in China. The 
second barrier section introduces several circulars that the government issued to 
regulate foreign investment in China’s real estate market. In the third section, the 
major barrier for foreign developers to acquire the land is introduced including the 
new regulation on Merger & Acquisition, which used to be the major way of foreign 
developers to get in to the business. The last section contains the gaps of cultures, 
languages, and market patterns between the two countries.  
At the end of the third chapter, advice on how to overcome the obstacles are 
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introduced by analyzing the situation of China’s real estate market, the successful 
foreign developer’s characteristics, the business models and how to exit the real 
estate in China. 
Hopefully, this thesis will help the readers to understand the subtle differences in 
backgrounds of real estate industries between the two countries and provide some 
instructional suggestions to people who are interested in investing in China, 
especially in the real estate sector. 
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1 HOW REAL ESTATE MARKET OPERATES IN CHINA 
1.1 History of Real Estate Market in China 
Civilization has thousands of years’ history in China. Nevertheless, the phrases “Real 
Estate Market” or “Real Estate Development” that westerners defined were created 
only thirty years ago. In 1949, the People’s Republic of China was established. Since 
1953, the government, leaded by The Chinese Communist Party, adopted the Soviet’s 
Central Planning form by means of Five-Year Plans to guide the economic 
development of China. Enterprises in different sectors at that time were completely 
owned by government. After the first Five-Year plan in the year 1958, Mao Sezong, 
known as Chairman Mao, start “The Great Leap Forward Movement”, which was 
intended to have China catch up to the western countries in economy. However, the 
plan caused millions of people’s deaths from famine from 1958 to 1962. Moreover, 
during 1966-1976, the Chinese government was dedicated to working on “Culture 
Revolution”, which turned out to be another failure. This also triggered the “reform 
and open-up” in later years. 
In the year 1978, after Deng Xiaoping took over the control of China Communist 
Party, in order to correct the mistakes past leaders made in the “Culture Revolution” 
and really start developing the economy by means of bringing in the Market Oriented 
Economy, China is on its way to reform in economy and open-up to the world through 
welcoming foreign enterprises with advanced technology. Market-Oriented economy 
accordingly formed. The idea of trading houses as property was infused in the 
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people’s mind at the same time. Before 1980’s neither individuals nor groups of 
people in China were allowed to establish real estate companies. Trading houses was 
also prohibited. The only way people solved housing problems was to obtain welfare 
houses or apartments from enterprises such as factories, institutes and companies they 
worked. Welfare houses’ construction were funded by government, built by 
state-owned contractors, and allocated free to enterprises. All enterprises were owned 
by the government at that time. Depending on how many years a person had worked 
in that factory, how old he/she was and a series of other criteria, the welfare houses 
are further allocated to employees. Government charged little money per month for 
owning a welfare house. The free welfare house policy was not fully canceled until 
1998 right after the State Council of People’s Republic of China published 
“Notification of Housing System’s Reform and Promotion of Housing Construction in 
Urban Areas”. It was not fully canceled until 1998 because the central government 
would have to go through a long process of reform and meet a lot of resistance. 
During the reforming process, new welfare houses had to be built because of the sharp 
transition from getting free houses to paying money for a place to live in, especially 
with the rigid low-level salary government employers paid. Along with the reforming 
process, people who already owned a welfare house had to pay certain amount of 
money to the government to get a property certificate for the house. With the property 
certificate, the welfare house can be sold. 
To buffer the sharp transition, a new welfare called “accumulated housing fund” was 
instituted by the government. Companies are required to transfer a certain percentage 
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of an employee’s salary to the employee’s accumulated housing fund account. The 
money could only be used to purchase apartments sold in real estate market. 
Ever since the Chinese Government started allowing people to develop and trade real 
estate properties, the Chinese Real Estate Industry developed at an incredible speed, 
largely due to China’s gigantic population and fast paced urbanization. In September 
1980, the first real estate company named Beijing Housing Construction Firm was 
founded. In 2006, according to state’s blue book statistic (2007 Chinese Industry 
Annals), there are more than 60,000 registered real estate related companies in China. 
The number kept growing whereas it fluctuated recently. The size of those companies 
varied. Some small real estate development company’s register capital was only 5 
million Yuan (worth US $760,000 in 2011), and top ranked mainland developers such 
as Vanke has 80.8 billion Yuan (US $12.3 billion) revenue solely from properties 
selling in 2011 alone (South China Morning Post, 2011).  
 
1.2 Real Estate Market in China 
“Real Estate Market” from its original definition can be simply interpreted as where 
people trade real estate properties as commodities. In general, there are two types of 
properties—residential and commercial. It is allowed to both trade and rent residential 
and commercial real estate properties directly or through real estate agents in China. 
In recent years, the Chinese real estate market was more and more viewed as an 
investment market as well. Due to the lack of information efficiency in the Chinese 
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stock market, investing in stock in China for individuals was viewed as gambling. 
People would like to invest in the real estate market because it is less risky and also 
profitable. For an example, in 2000, one square meter house in Beijing on average 
was worth 5,000 Yuan (US $625 in 2000) (Beijing Morning Post, 2000). Ten years 
later one square meter was worth 20,000 Yuan (US $3,000 in 2010) on average in 
2010 Beijing. In Central Business District (CBD) areas, the price was even more than 
80,000 Yuan (US $12,700) per square meter (House China Web, 2010). 
Chinese government tried to contain the soaring price by urging state-owned banks to 
publish tightened-credit policies in 2004, 2006, 2008, 2009 and 2011. In 2011, the 
famous “market ban” published took effect. This market ban raised the interest rate 
for people trying to buy a second apartment. People who owned two apartments 
already could not buy a third. This market ban varied in cities because depending on 
how developed they were, the real estate prices’ appreciating speed was different. 
Under the ban, new apartment sales in Beijing fell 70% between December 2011 and 
January 2012, which was also a 57% fall from January 2011 (according to a 
well-respected real estate property agent named HomeLink Real Estate in Beijing). 
 
1.3 The Role of Government in Real Estate Market 
1.3.1 People’s Congress and Communist Party 
As mentioned previously, there is only one ruling political party - Chinese Communist 
Party (CCP) leading People’s Republic of China (PRC). The party has approximately 
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80 million members nationwide. People’s Congress has the supreme political power 
and consists of representatives selected hierarchically from cities to state. Citizens 
cannot directly vote for the president of the state; however a citizen can vote for 
district representatives. District representatives vote for city representatives. Finally, 
the ultimate representatives known as the People’s Congress can vote to select the 
president of China. Most of the congress members are the Communist Party members, 
which ensure the CCP’s ruling power in the People’s Congress. The political structure 
in China explains why government has the predominant power in economy. 
 
1.3.2 Land Ownership 
From the communists’ definition of People’s Republic of China, everything in the 
state is the people’s as a whole group including the land. According to the 
Constitution of the PRC, land in urban areas belongs to the state. In suburban areas, 
land belongs to peasants group approved by the government. Local bureau charges 
fees for using the suburban land for agriculture. Therefore, from the general law in 
China, all lands that relate to real estate market belong to the government, which 
represents the people. Individuals or real estate enterprises can only obtain land’s use 
rights for 50-70 years based on the intended uses of land. In other words, the owner of 
the land is the people as a whole group, whereas the government controls the 
ownership. Generally speaking, commercial use right of land lasts for 50 years and 
residential use rights of land last for 70 years. After the time limit, owners of the 
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building must go to the local land bureau to renew the ownership of the land’s use 
rights by paying related fees. Since the Chinese real estate market only has more than 
30 years of history, the amount of the related fee has not been decided by the 
government yet. 
 
1.3.3 Government’s Control on Resources 
According to the constitution, Government has predominant controlling power in the 
land ownership. That is also why the real estate industry was the pillar industry in 
China. Local government controls the land resources. Along with urbanization, more 
land was planned to be developed under the guidance of the Five-Year Plan by central 
government. More people relocated to cities to work for higher salaries, so more 
living spaces were needed. The market price accordingly rose. Soaring market price 
of land brings more revenue to the local government from transferring land’s rights of 
use. Developers are also pleased to see the appreciating price of land not only because 
they can speculate the land market through transferring use rights of land in a short 
term to make profit, but also because the rising price of land impels the rising price of 
real estate property built. Further, real estate development also triggered local 
economic by bringing more jobs and more consumption, which is what government is 
expecting. Therefore, to both local government and developers, the rising price results 
in a win-win situation. The only victims are the low-income people, and this win-win 
operating mode could also bring price bubble to the Chinese real estate market. 
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1.3.4 Government’s Control on Development Financing 
Government can also control the market by containing the financing sources of real 
estate development in China. Shrinking the credit is the major way to do so. In the 
year 2011 alone, the Chinese government lifted the reservable deposit rate for the 
banks 7 times. Each time the rate was elevated 0.25%-0.5%. The reservable deposit 
rate determined the amount of loan and mortgages a bank can grant to individuals and 
enterprises. These tightened credit policies made it harder to get money from the 
banks for all enterprises including the developers in China.  
The state-owned banks are most powerful in the onshore inter-bank money market, 
which is the largest money market and has the highest liquidity in China (introduced 
in the third chapter). 
 
1.3.5 Government Control on Real Estate Market 
As mentioned in previous sections, the “market ban” was an effective way to contain 
the booming real estate market in China. According to the central government of 
China (2010), it drastically restricted the wealthy people and some investing 
institutions from speculating about the real estate market in China. The content of the 
market ban varied in cities, whereas the essential regulation dictated how many 
apartments one family owned. For example, if a family was looking forward to buy a 
second apartment, they would have to put down 60% of the total value of the second 
apartment they intended to buy with a 10% higher interest rate than the regular APR 
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(first apartment mortgage could be put down at least 30%). If one family owns two 
apartments, it is impossible for them to purchase any other apartments in that city 
(Central Government of China, 2010).  
 
1.4 Two Types of Local Developers 
Even though the controlling power from the government is quite intense, there are a 
lot successful developers who survived in the real estate market China. In this section, 
the two types of developers in the real estate market are introduced. These developers 
can be subdivided into private-owned and state-owned developers. The state-owned 
real estate enterprises, with the “born” advantages, usually take the advantageous 
positions in the real estate market in China, and there are many reasons this occurs. 
First of all, the state-owned real estate companies usually are not financially pressured 
because their parent companies give them funds to develop projects. For example, 
China National Oils, Foodstuffs and Cereals Corporation (COFCO) possesses the 
monopoly power in the foodstuff import and export market in China. Although its 
original business has nothing to do with real estate development, its subsidiary real 
estate enterprise is one of the top-ranked developers in China. The high and stable 
profitability of its parent company guaranteed by its monopoly position ensures the 
subsidiary real estate company has sufficient cash reserves to develop projects. In 
China’s booming real estate market, the value of projects appreciate quickly. 
Therefore, if a developer can deliver one project, the appreciating value of this project 
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will guarantee more financing from banks so that new projects can be implemented 
easily. This process helps state-owned real estate enterprises to swell. 
Secondly, the state-owned enterprises have stronger affiliations with the government, 
which could bring benefits such as financing the same projects with less financing 
cost from state-owned banks, and the priorities in developing projects under the cover 
of the “affordable housing plan”, which aims at solving low-incoming citizens’ 
housing problems. The cost of a land’s use right is zero under the plan. However, the 
rate of return of those projects must be below 3%. The state-owned real estate 
enterprises are more convenient to be supervised from the government’s perspective. 
Therefore, when the local government tries to develop a new district guided by the 
Five-Year Plan from the central government, the land’s use right is more possibly 
acquired by a state-owned developer thanks to the affiliation with the local 
government. Because state-owned enterprises know the local government’s 
expectations for price, look, and function better than a private developer. 
The private owned developers on the contrary are not that fortunate in China’s real 
estate market. As stated previously, there are tens of thousands of registered real estate 
enterprises all across China. This figure consists of the real estate attorneys, 
state-owned developers and private developers. Under the stringent policies in the 
market, the price of new properties is decreasing, and it is no longer easy get loan 
from banks. Quite a few middle and small size developers faced the situation of 
capital constraints in both land acquiring and construction process.  
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The cooling market does not affect top-ranked private developers like Vanke, the good 
sale in apartment due to its brand effect helped them to survive the bad market in 2011. 
Comparing with the state-owned real estate companies, private-owned real estate 
enterprises were more professional in developing land, dealing with government and 
calculating risks. Some private real estate companies chose to found partnerships with 
other state-owned real estate companies when the Chinese government published the 
stringent policies in 2011. The private-owned real estate companies needed 
development capital and support from government in the development licensing. On 
the other side, the development and management experience the private developers 
possessed were required for the state-owned real estate companies. Therefore, the 
partnership between the two sides in a cooling market was usually a win-win 
situation. 
In 2012, the big developers in China are acquiring lands prudently due to the rising 
land price and the depreciating price of real estate properties. The age of zero-risk 
land storing for the developers in China is gone, although the land price is still rising 
due to the growth of the domestic economy. With the “market ban” undermining the 
buying power of real estate properties, the properties’ price is falling against the rising 
land price. As it is regulated by the local land bureaus in China, if the developer 
acquires one site and does not start the development in one year, the local land bureau 
will charge land premiums of the site because of the land value’s appreciation. 
Vanke’s practices as of December 2011 illustrate the prudent land acquisition strategy 
taken by many big developers. Vanke had gross floor space of 381.8 million square 
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feet, which meets the company's development needs within the next two to three years 
said by Yu Liang, the president of Vanke. Last year, Vanke acquired 52 development 
sites with about 99.2 million sq ft planned gross floor area attributable to the company 
at an average land cost of 2,707 yuan (US $430) per square metre (South China 
Morning Post, 2012). Yu said the firm had to pay a total of 30 billion yuan (US $5 
billion) in land premiums in 2012 for the land bought in 2011. In the first two months 
of this year, he added, Vanke's sales revenue stood at 19.5 billion yuan (US $3 billion), 
which was the same as the past year’s amount in the first two months in 2011. The 
cash reserves totaled 34.24 billion yuan (US $5.4 billion) as of December in 
2011(South China Morning Post, 2012). Assuming Vanke could sell the same amount 
of properties in the rest months of this year, considering the 30 billion Yuan payment 
for the land premiums and the high price of land and cooling property market, it is not 
wise for them to acquire any land’s use rights in 2012, which is also what the other 
big private developers’ strategies adopted this year.  
In summary, the Chinese real estate market’s participant consists of state-owned real 
estate enterprises and private-owned enterprises. These two market participants 
respectively represent the two economy types behind the scenes: central-planned 
economy and market-oriented economy. These two types of economies consequently 
determine the different styles in developing projects. State-owned developers follow 
the central economy plan and develop land with “born” advantages; however, 
private-owned developers pay more attention to the market situation and know better 
how to develop projects that sell well. Therefore, considering the controlling power 
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the Chinese government possesses, the private-owned developers are smart enough to 
fit in the cooling market by founding partnerships with the state-owned developers to 
share both the sources and profits. 
 
1.5 Real Estate Market Situation in China 
 Real estate property market is cooling down recently in China, whereas the 
market is not on the way to collapse.  
According to a report from CNN fortune (2011), Chinese people are more debt-wary 
because they do not have the education of consuming in advance and the health care 
safety nets that U.S. or other western countries have. Plus the “market ban” published 
in 2010 dramatically clamped down the purchasing will of homebuyers in 2011. The 
price fell accordingly with the market ban’s regulation on put down payment ratio 
(primary: 30%, second: 60%). In 2010, as reported a total of 4.4 trillion renminbi (or 
about $697 billion) of residential buildings were sold in China. However, mortgage 
loans outstanding were far less, at 1.4 trillion renminbi (or $222 billion), according to 
a JP Morgan November 2011 report on China's housing market. As a result, the 
probability of mortgage default is quite low adding that the quality of mortgage loans 
will "remain solid" even under the hypothetical scenario that home prices drop by 30% 
(CNN Fortune & Money, 2011).  
 
 The demand for buying residential real estate properties in China is still huge.  
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The demand consists of the rigid demand, which depicts the basic demand to solve the 
housing problem, and the demand of investment, which means purchasing real estate 
properties as investments. Each year in mainland China there are 1 billion square 
meters of new apartments built (data from 2008-2011 state statistics bureau). Among 
this 1 billion square meters, the rigid demand totaled 700 million square meters (Sohu 
Business, 2011). Moreover, China is still on the way of urbanization, which will result 
in more people to reside in cities. Therefore the demand of buying houses is growing 
consequently. The fall of the properties’ sale amount and price caused by the market 
ban and other stringent policies does not reflect the hidden buying desires in the 
market. 
The market ban contained the buying power strictly, which caused the fall in sale 
amount and price of properties. The house buyers who were intended to buy 
apartments would hold their money back after hearing the market ban, because 
Chinese real estate market was strongly influenced by the government’s policies. 
Nobody would buy the depreciating properties with the expectation of lower price for 
the same properties. For the sellers who owned the depreciating apartments, they 
would not sell their properties because the properties generated profits from leasing 
anyways and the price of their properties could not fall back to how much they bought 
them with the reason being China is still developing at a fast speed. The city’s center 
kept swelling, which meant the land’s value in the city is appreciating accordingly. 
Therefore, analyzing from both the buyers’ and the sellers’ perspectives, the real estate 
market has to cool down under the market ban. The ultimate goal is to urge the real 
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estate properties’ price fall back to a reasonable level, on which the Chinese 
government thinks the real estate market is developing normally, and people can 
afford the apartments. 
 There is “price bubble” in the real estate properties resulting from past years’ 
booming in China. However, analysts say Chinese bubble is leaking out by facts 
of great fall of price and sales amount in 2011.  
Home prices declined nationwide in November for the third straight month in 2011, 
according to an index of values in 100 major cities compiled by the China Index 
Academy, an independent real estate firm. Average prices in the Shanghai area are 
down about 40% from their peak in mid-2009, to about $176,000 for a 
1,000-square-foot home. Sales have plummeted. In Beijing, nearly two years' worth of 
inventory is clogging the market, and more than 1,000 real estate agencies have closed 
this year. Developers who once pre-sold housing projects within hours are growing 
desperate (Los Angeles Times, 2011). 
To sum up, Chinese real estate market is well controlled by the government from the 
land resources to the aftermarket. Although the real estate properties’ price contains a 
certain percentage of bubble, the market is not going to crack down in the short term 
just because Chinese government’s predominant controlling power and stringent 
policies for real estate market. Thanks to the consumer’s spending habit in China, the 
price bubble is still controllable. Considering the urbanization pace in China, the real 
estate market is still of great potential in the long term especially for the residential 
market. 
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2 REAL ESTATE DEVELOPMENT IN CHINA: PROCEDURES 
2.1 Development Procedures 
Generally speaking, the steps taken to accomplish a real estate project in China are 
similar to those of US. Nevertheless, due to the special political, economic and 
cultural environment, there are quite a few unique features in each step of real estate 
development in China. The development process can be summarized into ten steps: 
Development Content, Feasibility Study, Land Acquisition, Design, Relocation and 
Demolition, Financing, Request for Proposal, Construction, Selling or Renting, and 
Property Management. These 10 steps can be further grouped into three stages: the 
early stage, middle stage and post Stage, which is illustrated in Figure One. The ten 
steps scenarios can be arranged in different orders with in the stages depending on 
specific market. For example, in a booming market land acquisition might have the 
highest priority in the early stage due to land’s fast appreciating value. In this type of 
scenario, the developers will try their best to acquire lands in order to speculate from 
the land market. Figure one also shows the general sequence that developers deliver a 
project in China. 
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Figure 1: Real Estate Development Process in China 
 
 
2.1.1 Development Content 
The location of the project, the use of the buildings and the target customers are 
determined by the developers in this phase. Unlike the western Market Oriented 
Economy, China is developing the Socialist Market Economy, which is a hybrid 
economy combining Central Planed Economy with Market Oriented Economy. As 
mentioned previously, ever since 1953 China was on the way of the first Five Year 
Plan. However, after the first five year plan the leaders in China kept making several 
severe mistakes such as Great Leap Forward, and Cultural Revolution, which caused 
the economy still sagging. Deng Xiaoping the new leader, in 1978, decided to reform 
the economy in China and open-up to the world. Market Oriented Economy all of a 
sudden breezed into people’s ears in China. All kinds of markets including the real 
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estate market are growing under the relatively loose guidelines from government. 
Nevertheless, the Five-Year Plan still exists. Besides the market disciplines, the 
Chinese government performed as a powerful hand that controlled the market to 
operate in a communist way by means of Five-Year Plans. From 2011 to 2015, in the 
12
th
 Five-Year Plan the central government of China instituted annual GDP growth, 
Government’s Fiscal Revenue, Unemployment Rate and other macroeconomic 
indexes. Besides the Five-Year Plan, during “The Two Meetings” time (People’s 
Congress and Chinese People’s Political Consultative Conference) each year, the 
central government publishes the “Government Achievement Report”, which 
demonstrates the accomplishments made by the government in the past year. This 
report performs as verification of the central government’s endeavor every year 
follows with the Five-Year central economy plan. China’s government can also adjust 
the focuses of government’s endeavor in the following year if certain indexes have 
been over accomplished or less achieved comparing to the Five-Year Plan. This 
particular economy format is called the “Socialist Market Economy”. In this specific 
economy, developers must both know the real estate market disciplines and consider 
the central economy plan to eliminate obstructive power from the government. 
Local developers study on the government’s plan a lot in the development content step 
because the real estate market is more policy-oriented in China. For example, in the 
chapter 20 of the 12
th
 Five-Year plan (2011-2015) of PRC, the government planned to 
carry out the process of urbanization in an initiative and steady manner, which meant 
taking the first-tier cities (Beijing, Shanghai, Shenzhen and etc.) as the urbanization 
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centers to support the second and third tier cities’ development. Since the central 
government decided to pay more attention to develop those areas, more profitable 
policies such as taxation exemptions, decreased prime interests rate might be made 
consequently to boost the construction in those areas. Further, the central 
government’s plan will be subsequently passed down to the city or county 
governments. More land would be planned out such as Central Business Districts, 
Industrial Base Areas and Residential Areas. Consequently, choices of lands and 
profitability from land developments are both more to developers under such central 
economy plan. 
Except for studying the government’s economy plan, in the step of development 
content, developers in China also need to study the government’s guidelines in the 
real estate market. As stated in the previous chapter, the government can control the 
real estate market in terms of the “market ban”, which caused great fall in sales in 
some cities in 2011. Before the “market ban”, the price of newly-built apartment was 
rising so that some developers anticipated more earning from selling the apartments in 
the feasibility study of their projects. However, while developing the project, the 
“market ban” was published, which caused falls both in the sale amount and sale price 
for new apartments. This would undermine the cash flow turnover so much due to the 
clog in the sale of apartments.  
 
19 
 
2.1.2 Feasibility Study 
A feasibility study is the preliminary plan for developers to implement the project. 
Through this study, the developer can generate conclusions of whether the project is 
profitable with the assumed properties’ market value, taxations, construction cost, sale 
amount or the lease vacancy rate of the properties, discount rate of the future cash 
flows and etc. 
Some developers in China choose to acquire the land’s use rights without feasibility 
study in a booming real estate market because the use rights of the land can be 
transferred to the other developers within two years. Therefore, for this type of 
projects, the developers do not carry out feasibility study. One thing worth mentioning 
is the land must be developed or transferred to the other developers within two years 
after acquiring the use right. If the land is not developed after one year, the local 
government charges 20% of the land’s original cost as the land premiums. If the land 
is still undeveloped after two years, the land’s use right will be retrieved free by the 
government. 
For developers who aim at profits from selling the properties after the land 
development, a feasibility study is quite necessary.  
Moreover, Chinese residential real estate market operates in a sale mode due to the 
cultural and economic reasons. First, culturally, Chinese people have conventional 
opinions in the housing issues. For example, it is a shameful thing for the married 
couples to rent apartments to live in China. The married young couples are the great 
buying power in the residential real estate market. Economically, real estate properties 
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are more and more viewed as the investment instruments for rich and middle class 
families in China due to a lack of choices of investments. With the state-owned banks 
offering paltry interest yield from deposit, and China's stock market still an 
underdeveloped casino, the only alternative was real estate market (The Washington 
Post, 2011). With more people buying the real estate properties, the market price of 
apartments and condos in cities rises consequently. Further, people who have already 
seen the potential profit from the appreciating value of their properties are more 
assertive of buying real estate properties in China. The price of real estate properties 
soared up along with this process.  
These two factors contribute to the residential real estate market operating in the sale 
mode. With the sale mode, the developers can take the invested money back with 
marked-up profit in a short term, which is often within one or two years (see the 
Chinese case study in later chapter). The feasibility study for the residential real estate 
market is correspondingly carried out with the sale set-up rather than the renting 
set-up. 
There are several steps to accomplish a feasibility study for a developer in China. First, 
the land’s price depending on location, infrastructure facilities and other factors is 
assumed. Next, the type and scale of project are fixed with the expected price and the 
marketing plan (including sale quantity and sale schedule) considering the zoning 
opinion of local Bureau of Urban Planning. For example, if the related bureau says the 
parcel of land is planned out as a residential zone, the developer still have choices of 
developing a mixed-use of residential and commercial project by incorporating 
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commercial spaces in the first floor or developing a pure residential project. As of the 
scale of the project, developers will make decisions on how high each tower is, how 
many apartments each tower consists and etc. Then, the developer will estimate the 
construction cost, permitting cost, design fees, contingencies and etc. and consider 
both the sale schedule (marketing plan of the project) and the construction schedule to 
calculate out the taxation and financing cost in order to generate cash flow statement 
in future with the assumed discount rate. Finally, the developer will analyze the cash 
flow statement in terms of the ROI and IRR to evaluate the project’s profitability. 
Proper risk analysis is also necessary. How this kind of economic analysis is carried 
out in detail is introduced in latter case studies comparison. 
 
2.1.3 Land Acquisition  
If the feasibility study shows the NPV is ideal, IRR is greater than the assumed 
discount rate, and the cash flow statement shows the capital is running well, the land 
acquisition can be started. There used to be two sets of guidelines for land acquisition 
in China. On one hand, the state-owned enterprises acquired free land through 
“Government Allocation”. For example, a state-owned factory intended to expand the 
production scale and applied for 10 acres of land from the local bureau of land 
resources. Once approved by the bureau, the 10 acres of land’s use right was allocated 
to the factory free, whereas the ownership was still held by government. On the other 
hand, government sold the land’s use right to developer to accumulate the revenue of 
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local government. Until recently in 2011, the central government decided to 
exterminate the “Government Allocation” policy. Nowadays, there are a lot 
poor-operated state-owned enterprises holding the free land inherited from the expired 
allocation policy. However, they do not have the capability to develop the land so that 
the only choice for those state-owned enterprises is to transfer the land’s use right to 
other developers, which appear a lot on the land listing board of local government. 
Although the land’s ownership is completely controlled by the government in China, 
the land’s right of use can be directly obtained from government (primary land market) 
or from other developers (secondary land market). There are three major ways to 
acquire use right of lands. 
 Call for Bids 
Call for bids can also be called as invitation to tenders (ITT), and call for tenders 
(CFT). It is a direct channel from which the developers acquire land’s right of use 
from local governments, which is also called the primary land market in China. Under 
the central government’s economic plan on the development of certain regions, related 
local bureaus in those regions make land development plans considering zoning issues. 
After the land development plan is instituted, the information of the planed land will 
be published on the government’s website. Developers perform as tenders to bid price 
for the land’s use right for several decades. Highest bidder obtain the use right of the 
land.  
There are some special projects that require not only the price but also the preliminary 
design for the land development. For example, the government might require the 
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proposed buildings to be constructed higher than 21 stories or the amount of small 
size apartments (floor area of an apartment is 80 square meter or less) to take 50% or 
greater percentage of the total amount of proposed apartments. 
 Land Auction  
The land’s use right can also be transferred between developers by land auction. After 
the approval from the local Bureau of Land and Resources, the auction information 
including the auction’s time, location and information of the land itself will be 
published. There is also a baseline price for the land auction. Buyers who offer highest 
price at present of the auction meeting obtain the use right of the land. Land auctions 
can happen in both the primary land market and the secondary land market in China. 
In other words, the land sellers could either be the developers or the government in 
China.  
 Public Listing 
The public listing is a price board of the land’s use right posted on the local 
government’s website. On this board, the information of the lands will be kept for a 
certain amount of time. The highest bidder’s price keeps being updated on the price 
board during that time. There is also a base line price for the listed land’s use right. If 
the highest bidders’ price is still below the base line price within the told time, the 
land transaction will not be carried out. If two bidders offer the same price for one 
land’s use right, the bidder who offers the price earlier wins the land’s use right. 
About the ownership of land in China, as mentioned in the first chapter, other than 
owning that piece of land forever, the developers can only possess the right of using a 
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parcel of land for certain amount of decades depending on the intended uses of the 
land. For residential projects, the time limit is 70 years, and for commercial projects it 
is 50 years (INTERIM REGULATIONS OF THE USE OF THE 
STATE-OWNEDLAND IN THE URBAN AREAS, 1990). After the development of 
the project, once a customer purchases an apartment, the use right of the whole 
project’s land is partially transferred to the house buyer meaning the apartment is 
owned by the house buyer whereas the land is still state-owned. For residential 
projects, the partial use right of the land will renew automatically after paying a 
transaction fee after 70 years (Property Law of China, 2011). The amount of fee has 
not been determined by the government yet.  
For commercial real estate properties, the land’s use right expired after 50 years. The 
owner of the property must pay for another 50 years’ use right of the land to the local 
government. An interesting fact is that, lots of projects built in 1980s and 1990s are 
demolished before the use right expires due to the poor urban planning at that time in 
China. The demolition and rebuild process can renew the time span of the use right of 
the land from year zero because the developers not only pay the relocation 
compensation to the residents lived there but also the cost of land acquisition to the 
local government. It is a painful journey for the rebuilding project because residents 
who lived there for a long time would not like to relocate. Sometimes the developers 
have to offer those residents a compensation clause called “moving back”, which 
means allowing those residents to move back to the newly-built apartments with the 
same space and also help them find the places to live during the development. The 
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relocation compensation could be costly so that the developers should consider a 
higher project contingency for this type of projects (introduced in later section). 
2.1.4 Design 
The design process can be broken down into the preliminary design, design 
development and construction design. Developers usually hire architects at an early 
stage so that preliminary design can be done before construction. The preliminary 
design documents must be submitted to the local Bureau of Urban Planning for the 
approval of construction. Depending on the project types, the local bureaus have 
different requirements of the transaction procedures, and the requirements among 
different cities could also be varied. 
2.1.5 Relocation and Demolition  
As mentioned before, some areas were poorly planned in the 1980s and 1990s so that 
the government intended to redevelop the land. In order to develop the new project, 
the relocation and demolition are necessary, which could be costly too. Some 
developers adopt strategies such as offering bonuses besides the relocation 
compensations to encourage the original residents to move so that the new project can 
be implemented easily. In some cases, as mentioned previously, the residents would 
argue to move back to the same place with the same area if the new project is also a 
residential project. If not, the developers may have to struggle with the greedy 
residents on the relocation compensations.  
One more point to mention is that, the city Urban Planning Bureau publishes the 
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baseline price of relocation compensation depending on regions and districts of the 
land. Besides evaluating the land value, the baseline price also considers the factor of 
depreciation of the building. In other words, if the building is used for twenty years, 
the final compensation rate ($/sf) is less than the new property price rate in the same 
regions or districts.  Therefore the conflicts between the price of new apartments and 
compensation rate exist. With the paid compensations, the residents cannot buy a new 
apartment in the same district with the same space, let alone the developers usually 
mark up the price of new apartments by furnishing the apartments and using 
marketing strategies (introduced in the Chinese case study), which make it harder for 
original residents to buy back the same neighborhood with the government-instituted 
relocation compensation rate. That’s why those people will not relocate unless the 
developer offers the ideal compensation. The construction cannot start before the 
relocation and demolition, which makes this type of project more difficult to be 
implemented from the project schedule’s perspective.  
2.1.6 Financing  
From the government investment to Real Estate Investment Trusts (REITs), within 30 
years, the financing methods for real estate developments are more and more 
diversified in China. Based on how National Bureau of Statistics of China (NBSC) 
categorizes the “sources of funds” in the real estate sector, there are five types of 
financing methods for the real estate development in China: 
 Government Investment 
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 Bank Financing 
 Foreign Investment 
 Self-Financing 
 Other Financing 
Considering the latest available statistics of “sources of funds” in the real estate sector 
from NBSC in 2010 (see Table 1) and the corresponding pie chart (see Figure 2), the 
self-financing and other financing methods are the major two channels that capitals 
flowing into the real estate market in China. The government investments and foreign 
investments are the minor alternatives in the real estate sector, which respectively 
takes 1% of the total sources of funds.  
Table 1: Sources of Funds in the Real Estate Sector 
Capital Source Billion Yuan Billion US $ 
Government Investment 77.4 11.6 
Bank Financing 1351 201.6 
Foreign Investment 83.3 12.4 
Self-Financing 3380 504.5 
Other Financing 3398 507.2 
Total 8289.7 1237.3 
Figure 2: Pie Chart of Sources of Funds in the Real Estate Sector 
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2.1.6.1 Government Investments 
Government investments used to be a significant financing method, whereas things 
are quite different in 2010 judging from the statistics. In the beginning stage of the 
real estate market, especially in a communist country like China, the government 
investment was the only way to finance a real estate project. Among the first batch of 
real estate companies, quite a few real estate companies were established by the 
state-owned enterprises including general contractors, railway contractors and etc. As 
mentioned before, the state-owned real estate companies swelled with the priority in 
acquiring land and help from their parent companies. However after 1992, with the 
more developed financing system also thanks to the stock and bond market in China, 
quite a few private-owned real estate companies grew with the help of the more 
diversified financing methods. The government investments in the real estate sector 
became less and less significant.  
Right now, there are still real estate projects supported by the government investment 
such as the “affordable housing plan”, which has been explained previously. 
Nevertheless, from the statistic provided by NBSC, the government only funded 77.4 
billion Yuan (US $11.6 billion), which takes 1% of the total amount of funds in 
China’s real estate sector in 2010.  
2.1.6.2 Bank Financing 
Bank financing is a major financing method for real estate developers in China. The 
famous private developers and state-owned real estate corporations obtain good 
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credits within the bank system due to the appreciating value of their projects. Some 
commercial banks treat those clients well by offering the prime interest rate, which is 
lower than the interest rate of an individual loan. However, Chinese government kept 
shrinking the credits to control the overheated real estate market recently. It is no 
longer easy to lend money from the banks nowadays. Considering the 2010’s statistics, 
the bank financing totaled 201.6 billion US Dollars, which accounted 16% of the total 
amount of investments, which was 1237.3 billion US Dollars in the real estate sector 
in China. The real estate funds (Mutual funds management corporations) and Real 
Estate Investment Trusts (REITs) are the emerging financing methods in the real 
estate sector. The “other financing” method including the REITs and RE funds 
accounted 41% of the total amount of fund sources in the RE sector (507.2 billion US 
Dollars against 1237.3 billion US Dollars) (NBSC, 2010).  
2.1.6.3 Foreign Investments 
The attention in the money market in China also brings investments in the real estate 
sector. The Chinese currency—Yuan has been appreciating in the past decade. In 2001, 
the exchange rate of U.S. Dollar to Yuan was approximated 1/8.3. The exchange rate 
in 2011 is 1/6.2 (Bank of China Exchange Rate Board, 2011). The global economic 
crisis is still in effect in the western countries. Coincidentally, the real estate market in 
China boomed in the past 10 years, and the foreign investments in the real estate 
sector were growing every year consequently. The “foreign investment” in the real 
estate sector was 83.3 billion Yuan (12.4 Billion US Dollars) in 2010, which took 1% 
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of the total investments in that sector. There are quite a few barriers that the Chinese 
government setting up to restrict the direct and indirect foreign investments from 
speculating the real estate sector, which are explained in chapter three. 
2.1.6.4 Self-Financing 
Self-financing is a flexible way to finance a real estate project in China. For example, 
if the developers own stocks, options or bonds, which can be discounted into cash, the 
developers can sell those financial instruments in the stock market or the money 
market in China. If the real estate company has already gone public, raising money 
from stock market is also a feasible alternative.  
Besides manipulating the financial instruments, the developers can also found 
syndicate, partnerships or joint-ventures to develop projects together, which also is a 
self-financing because these relationships are often involved with the equity transfer 
process. This process means a RE corporation exchanges a certain percentage of its 
own equity for the other corporation’s equity and compensate the price difference 
with cash. 
The “presell” and “prelease” are also categorized in the self-financing method. Some 
developers sell or rent out their buildings before they are completely constructed. In 
other words, right after the construction started, the developers will meet with their 
potential customers such as Walmart or Mc Donald’s to negotiate the lease issue. If 
Walmart is satisfied with the location and market potential of the property being built, 
the developers and Walmart will sign the contract with prepayments to the developers. 
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The developers can alleviate the cash constraint of the projects. To Walmart, it is also 
profitable because usually the prelease is signed at a relatively lower price. It is a 
win-win situation for both the developers and the potential customers.  
2.1.6.5 Other Financing Methods 
Other financing methods include the Real Estate Funds, Real Estate Investment Trusts 
and miscellaneous financing methods such as short term debts. In 2010, the source of 
funds from other financing methods accounted 3398 billion Yuan, which took 41% of 
all financing sources (NBSC, 2010).  
Real Estate Investment Trusts (REITs) originated in US, and recently emerged in 
China. There are three types of REITs: Equity REITs, Mortgage REITs and Hybrid 
REITs. The Equity REITs convert the value of a real estate property into a certain 
amount shares of equity. The investors share the Returns of Equity (ROE) based on 
how many shares of the equity they own. The Mortgage REITs is similar to the 
Mortgage Loan, which can generate profits (dividends) from lending the money to 
real estate developers. The Mortgage REITs is also secured by the developer’s real 
estate property. The Hybrid REITs is a mixture of the E REITs and M REITs. The 
REITs structure is designed to provide a real estate investment structure similar to the 
structure mutual funds provide for investment in stocks (Up REITs, Down REITs, 
2011). One special feature of the REITs in China is, no matter what types they are, the 
funds are raised privately. The original purpose of REITs is to eliminate or shelter 
corporate tax by requiring for REITs to distribute 90% of their taxable income into the 
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hands of investors. In China, first, there are no complete laws, guidelines, and taxation 
rules set up for REITs. Second, investors are inexperienced and cautious towards 
REITs. These are the reasons why REITs are raised privately. 
Real Estate Funds on the contrary are touchable by the public investors. Due to its 
similarity to the general mutual funds (There are laws and taxation rules and also 
bureaus in charge of mutual funds), Real Estate Funds operate comparably better and 
are larger in capital scale. The Limited Partner (the Venture Capital’s or Private 
Equity’s investors) can be any individual or institute. The General Partner (the 
Venture Capital’s or Private Equity’s manager) has practical real estate development 
experiences. 
Guaranteed by the fast-paced urbanization and booming in the real estate market in 
China, some middle and small size real estate developers did not care much about 
financing for the whole project in the early stage. “Buying lands first” was the rule of 
thumb once upon a time due to the soaring price of lands. Land’s price was 
appreciating so fast that owning a piece of land for half year and selling the land 
would bring the developer more than 10% profit according to Wang Shi in a 
top-ranked developers discussion seminar in 2007. Wang Shi was the president of 
Vanke at that time.  
However, as mentioned before, after noticing the growing price bubble in the real 
estate market in recent years since 2006, the China’s government started to control the 
soaring price of the real estate properties and charging land premiums especially in 
the developed cities such as Beijing and Shanghai. Financing more and more 
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determines whether the developer can make profits from the projects. For example, 
Shanghai Zendai Real Estate and Greentown China sold their 50% stake in a prime 
Shanghai site to Soho China for 4 billion yuan ($615 million) because of the squeeze 
of credit on mainland in 2011. The site was the most expensive site in Shanghai in 
2010 when Shanghai Zendai paid 9.22 billion yuan for the property at a land auction 
(South China Morning Post, 2011). There were concerns whether Shanghai Zendai 
could afford such a high land price and construction costs because the company only 
had HK$500 million (US Dollar $77 million) cash on hand in the first half of 2009 
(South China Morning Post, 2011). Two months later, Greentown China, and Panshi 
Investment agreed to establish a joint venture with Shanghai Zendai to develop the 
project. Unfortunately, under the following more stringent credit policies Greentown 
China and Zendai were not able to get the project started. Finally the half of the stake 
was sold to Soho China. As discussed previously, the land must be developed within 
two years after acquisition. The local government charges the land premiums if the 
land is not developed after one year. Apparently, Zendai omitted the financing 
problem in the beginning so that half of the stake had to be traded under the pressure 
of paying land premiums. From this case the intense economic power of the 
government’s stringent policy can also be seen. 
2.1.7 Request for Proposal 
Developers usually carry out the request for proposal (RFP) for projects after the 
funds are consolidated. It is not uncommon for Chinese developers to have their own 
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construction teams. Some developers even started off as contractors. For the 
developers who have their own construction teams, there is no need to RFP. 
Sometimes in the RFP process, the contractors would provide financing opportunities 
for the developers. In other words, the contractors agree to pay the construction cost 
for the developers during the construction phase. After the construction being 
completed or within the signed time limit, the developers pay the agreed lump sum to 
the contractors on time. This allows the developers to collect funds from pre-sale and 
pay the bill after the construction, which can solve the financial constraints during the 
development process. 
2.1.8 Construction 
There is no big difference in the building technologies between US and China, 
whereas, constructing more shifts a day such as three shifts per day is quite common 
in China. The labor cost in general is also lower in China. One labor approximately 
earned around $650 per month in most of the cities in 2010. 
2.1.9 Selling or Renting 
Most residential projects are planned to be sold after development in China. A certain 
amount of the apartments can be pre-sold to customers before the construction is 
completed.  
2.1.9.1 Taxation Laws for Real Estate Development in China 
Whenever the properties generate incomes the taxation comes along. In this section, 
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the major taxation laws that are related to real estate development in China are 
introduced. To better understand the laws and guidelines, the background of China’s 
legal framework is first explained. 
As mentioned before, China Communist Party (CCP) is leading the People’s Republic 
of China (PRC), and the People’s Congress has the most supreme rights to vote for 
laws and guidelines that rule the whole state. The political framework affects the legal 
framework in China, which is totally different from what it is in United States. Instead 
of judging from the similarity between the cases, the court judges depending on the 
guidelines and rules that are legislated by People’s Congress. In detail, the judges first 
determine the scope of the case and look up according guidelines in the law books, 
and then listen to the defendants’ and plaintiffs’ attorneys’ words. Finally the judges 
make decision on the case considering the jury’s opinions. Although it is rigid and 
never perfect to judge on the guidelines and rules, they are quite simple to be accepted. 
The laws are constituted in diversified categorizes. For example, there are 
Construction Laws, Land Laws, Corporate Laws, and Taxation law etc.  
Because the real estate market only has 30 years’ history in China, the taxation laws 
relating to real estate development were instituted temporarily by the government. In 
other words, the government is still on the way of perfecting the taxation law by 
adding guidelines for new terminologies emerging these years such as REITs. Most of 
the taxation guidelines are called provisional or interim regulations. The provisional 
regulations started being made in the 1990s, and they are still on the way of perfection. 
Developers have to delve into the latest guidelines and regulations to understand what 
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the government is requiring. Then the developers can plot the strategies considering 
the market disciplines. The RE development-relating taxation guidelines are listed 
below.  
 Business Tax  
According to PRC’s business tax provisional regulations, when real estate companies 
need to transfer lands use rights to the customers, tax should be levied. The amount is 
5% of the net income (INTERRIM REGULATIONS ON BUSINESS TAX OF 
CHINA, 2008). For example, in one particular project, if the developer obtained 100 
million Yuan (assume it was net income) from selling apartment, the business tax is 5 
million Yuan. The income could be revenues from selling apartments or renting to 
tenants. Same amount of tax are levied for the foreign real estate companies in China.  
 City Maintenance and Construction Tax 
According to PRC’s city maintenance and construction tax provisional regulations, 
based on where the project is developed, city maintenance and construction tax is 
levied respectfully 7% in cities, 5% in counties, and 1% in others of the business tax 
that company is levied (INTERIM REGULATIONS ON CITY MAINTENANCE 
AND CONSTRUCTION TAX OF CHINA, 2005). Therefore in example above, if the 
business tax is 5 million and the project is delivered in a city. The city maintenance 
and construction tax is 350,000 Yuan (7% of business tax). 
 Educational Surtax 
The educational surtax provisional regulation was published in 1986. The amount is 1% 
of business tax (INTERIM REGULATION ON EDUCATIONAL SURTAX, 1986). 
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This tax is levied for the construction and operation of local schools, which provides 
fundamental education. In China, kids are required to receive 9 years of compulsory 
education from the age of six. The students in elementary school are charged little 
tuition. If we continue the previous example, the educational surtax is 50,000 Yuan (1% 
of business tax). 
 Land Added Value Tax 
According to PRC’s Land Added Value Tax Provisional regulations, land added value 
tax is a progressive rate on exceed of certain amount with certain percentage of 
deductible project cost (INTERIM REGULATION ON LAND ADDED VALUE TAX, 
2005). If the project has 100 million Yuan net income, and the land cost is 10 million 
Yuan and the deductible cost is 50 million Yuan, the land added value tax is about 11 
million.  
 Property Tax 
If a company or an individual owns real estate properties which bring income to the 
owner, the property tax is levied. It should be levied on net rental income or the 
residual value of the property. The rates respectively are 1.2% of residual value and 12% 
of rental income (INTERIM REGULATION ON PROPERTY TAX OF CHINA, 
2005). Property Tax is a separate taxation other than income tax. People do not fill 
taxation form at the end of each fiscal year in China. Instead, each month an 
employee’s income tax is deducted by the employer from the payroll. Therefore, the 
tax of the earning which is generated by the owners’ properties is collected separately 
in China. 
38 
 
 Income tax 
According to the PRC’s Income tax laws, the income tax is levied 33% of the net 
profit of a company (PRC INCOME TAX LAWS, 2007). For example, a project 
obtains 100 million net income from selling apartments. The total cost of the project is 
50 million Yuan. Therefore the net profit is 50 million Yuan pretax, and the income 
tax is 15 million Yuan.  
To sum up the previous calculations, the project’s Business Tax is 5 million Yuan, the 
City Maintenance Tax is 350,000 Yuan, the Educational Surtax is 50,000 Yuan and the 
Land Added Value Tax is 11 million Yuan. Therefore the net profit after tax is left 18.6 
million Yuan. Of course this is the worst scenario in which all taxes are not reasonably 
sheltered. 
 
2.1.10 Property Management 
Although the use rights of land is partially transferred to customers after selling, some 
real estate companies provide property management services for the residents as well 
such as safety guards, trash collections, elevator maintenance etc. The residents are 
charged a certain amount of money on each square meter of property they own. 
 
2.2 Conclusions 
Judging from the procedures and steps of real estate development in China, in 
essences, there are some special features in each step and some unique strategies local 
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developers take to survive in the real estate market. Nevertheless, as an experienced 
foreign developer, it is not hard to understand those strategies and also to make 
adjustments according to the special market situation. 
To better understand how U.S. and Chinese developers carry out a feasibility study 
and to know what the differences are, a comparison of two cases is made in the 
following section focusing on the economic analysis.  
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2.3 Cases Comparison 
2.3.1 Chinese Case 
Chinese Project Introduction: 
The Chinese case was a project developed in the year 2005 and locating in Dalian, 
LiaoNing Province. Dalian is a city with over 5 million people, which is an important 
hub of comprehensive transportation system with a powerful capacity either through 
the sea, land or air in Northern China and an important international shipping center in 
the northeast of Asia. The Dalian Port is a world-known deep and ice-free harbor, 
having shipping relations with over 160 countries and regions and undertaking more 
than 70% of cargo transportation and 90% of containerized traffic of Liaoning 
Province (Dalian Foreign Affairs Office, 2005). According to the level of 
development in urban areas, Dalian is classified as a second-tier city in China. The 
first-tier city includes Beijing, Shanghai, and Shenzhen. International developers such 
as Hines Interests set up offices in Dalian recently. 
The case was a residential housing project started in early 2005, and it lasted for 18 
months. It consisted of several multi-floor residential buildings aiming at middle-class 
income residents. The project consumed 27,000 square meters (near 9 acres) land. The 
plot ratio, which is the ratio between the total building floor area and area of the lot, is 
1.3. Therefore the total building floor area is 35,100 square meters (One square meter 
approximately equals 10 square foot). 
Table 2 shows the breakdown cost of this project. The exchange rate of U.S. dollar to 
RMB Yuan was 8/1 in 2005. The number on the right hand side is the equivalent 
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amount of money in U.S. dollars in 2005. 
Table 2: Summary Cost Table for Buildings of Chinese Case 
Description Cost (2005 RMB , U.S. Dollar & ER) 
Building Construction ￥25,630,000      $3,203,750 
Utilities ￥4,210,000       $526,250 
Land Acquisition ￥12,210,000      $1,526,250 
Permits & Miscellaneous  ￥17,260,000      $2,157,500 
Contingencies  ￥2,930,000       $366,250 
Mortgage Interests ￥2,160,000       $270,000 
Total ￥64,400,000      $8,050,000 
 
The construction of the project took 6 trimesters to complete. The marketing schedule, 
which meant the time span to sell the built apartments, covered 7 trimesters. Land 
acquisition cost ￥ 12,210,000 ($1,526,250), which consisted of the relocation 
compensation of ￥5,500,000 ($687,500) and land cost ￥6,710,000 ($838,750). It 
was paid off by the end of first trimester. 
The developer held ￥15,000,000 ($1,875,000) cash, which was respectively spent in 
the first trimester for ￥ 12,210,000 ($1,526,250) and second trimester for 
￥2,790,000 ($348,750).  
The total liability was ￥47,240,000 ($5,905,000) among which the ￥30,000,000 
($3,750,000) was short term loan from bank and￥17,240,000 ($2,155,000) of 
contractor prepayment (the developer paid off after construction). 
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Table 3 shows the 90-day schedule in terms of expenditures.  
 
Table 3: Seasonal Capital Investments of Chinese Case 
Trimester Number Cost (2005 RMB , U.S. Dollar & ER) 
First Trimester ￥12,210,000      $1,526,250 
Second Trimester ￥14,910,000      $1,863,750 
Third Trimester ￥23,560,000      $2,945,000 
Forth Trimester ￥11,130,000      $1,391,250 
Fifth Trimester ￥2,590,000       $323,750 
Sixth Trimester ￥0              $0 
Total ￥64,400,000      $8,050,000 
To make sure the cash flow of the project runs well is quite important for the 
developers. A fracture in the capital chain could cause delay in construction (In this 
case the contractor prepaid the cost of construction materials). The delays in 
construction can directly cause clogs in selling the apartments. If the income from 
selling is obstructed, the financing cost of the project will increase, which diminishes 
the final profits.  
This 90-day expenditures schedule incorporated the construction schedule, and other 
costs such as permitting are also considered. The reason why the sixth trimester being 
zero was because, 4-6 story residential buildings took about 6 months to complete in 
China. The materials were bought majorly in the third trimester, and the contractor 
fees should were agreed to be paid off after the fifth trimester.  
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Real estate economic analysis set up (for sale): 
As mentioned before, the apartments being built can be presold in China. This project 
was divided into six trimesters. The sale span started at the second season, and ended 
up at the seventh season. The developer assumed all the apartments are sold after the 
seventh trimester. 
 
 
 
 
Here are a few other assumptions for the set-up:  
1. Rates: The standard rate of return is 3% per trimester (discount rate). The business 
tax is 5% of income. The city maintenance and construction tax takes 7% of 
business tax. The educational surtax is 3% of business tax. The income tax will be 
levied upon net profit each quarter of year by 33% of the net profit. 
2. Market Value: In 2005, the real estate market in China was booming especially in 
the coastal cities. In this case, the developer decided to assume all the “products” 
will are sold out within the sale span. The average price was ￥2600/Sq. Meter 
(US $32.5/SF). The average salary was￥1800/$225 per month in Dalian 2005. In 
2010 the average salary was ￥3200/$400 per month, and the property was worth 
￥7000/Sq. Meter ($85/SF). 
3. Sold Areas: Assume the amount of sold areas followed the normal distribution. 
Therefore, in each trimester how many square meters sold can be calculated out.  
Construction Duration 
Marketing Duration 
Figure 3: Construction & Marketing Duration of Chinese 
Case 
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With all these assumption, the calculation is carried out as the following steps (see 
appendix for the details) 
1. Based on how many square meters would be sold each trimester, the related taxes 
are calculated.  
2. Further, cash flow after tax is calculated out. The inflows represent the 
apartment-selling proceeds. The outflows represent the expenditures during the 
construction, which also includes the financing cost. Finally the seasonal after-tax 
cash flows can are calculated out. 
The cash flow activities are illustrated in Figure 4. 
Figure 4: Cash Flow Chart of Chinese Case 
 
3. With the assumed discount rate 3% per trimester, given the numbers in the cash 
flow statement (see appendix B), the before- and after- tax NPV and IRR is 
calculated out respectively. 
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See table 4 for the result of economic analysis. 
Table 4: Evaluation Result of Chinese Case 
NPV Before Tax ¥16,040,994/$2,005,124 
NPV After Tax ¥9,794,606/$1,224,326 
    
IRR Before Tax 19% 
IRR After Tax 13% 
 
Basic annual return rate= (1+3%)
 4
-1=12.55% 
IRR after Tax=13% > Basic Annual Return Rate=12%.  
The Income of the project during the whole process is ￥91,262,000 ($11,407,750) 
with the gross profit ￥21,543,000($2,692,875). The total liability is 
￥47,240,000($5,905,000). Therefore the Equity is ￥44,022,000($5,502,750) The 
income tax is ￥7,109,000($888,625), and the earned surplus is
￥1,443,000($180,375) (10% of income after tax).  
The incorporate tax and other surtax is totaled ￥5,019,000($627,375).  
The total net profit is ￥12,991,000($1,623,875).  
ROI=86.61%, ROE=29.51%. 
 
2.3.2 American Case 
American Development Introduction: 
To compare technically in the economic analysis, an American case located in the 
central of America in 1996 was chosen (Frej, Anne B & Peiser, Richard B, 2003). The 
project was comprised of 158 residential apartments. The analysis term is 7-year long. 
The developer was looking forward to rent the apartments in the first 7 years, whereas 
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the analysis on selling out the properties at the end of every year in the seven-year 
period was also included. 
Table 5: American Case Summary of Result 
      Total Project Cost    $6,658,761  
Mortgage 
    
$5,224,388  
Equity    $1,434,373  
  
    
  
Net Cash Flows 
    
  
Equity 
    
($1,434,373) 
Cumulative Annual Cash 
Flows 
    
$1,504,143  
Cash from Selling    $5,093,625  
  
    
  
Net Cash before Tax 
    
$5,163,395  
Total Annual Taxes Saved 
    
$0  
Tax from Sale    ($1,445,753) 
  
    
  
Net Cash after Tax 
    
$3,717,642  
IRR    24.00% 
 
The Chinese project lasted for 18 months financed by the short-term loan and a 
contractor prepayment. However, the American case was delivered with the support of 
a 30-year long term loan from bank. See appendix C to find cash flow statement each 
year. 
Like how we capitalized the proceeds from selling apartments, the Net Operating 
Income (NOI) is the American way to capitalize the incomes from renting during the 
seven years (see Appendix D for detailed calculation).  
According to the market research, the dollars per square foot of rent was assumed by 
the developer. Then, by adjusting the vacancy factors, the gross revenue per year was 
drawn. Next, the development cost was estimated in cost per square foot. Adding up 
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the financing cost, the insurance and other cost, the total project cost was determined 
(see appendix D).The developer also made a few assumptions (listed in appendix E) 
such as vacancy rate, discount rate and etc. 
Capitalization Rate (NOI/Total Cost) is an important parameter for a developer to 
decide whether he should invest money in a particular project. Usually capitalization 
rate should be bigger than 10% (Frej, Anne B & Peiser, Richard B, 2003). In this case 
it is 10.77%. 
Appendix F lists the procedures of the mortgage calculation, taxation calculation and 
cash flow statement. The Result shows, if the developer sells out the properties after 
one year, the IRR is 80%, and the NPV of the project is $505,838. Both the IRR and 
NPV decrease year after year. 
 
2.3.3 Case Comparison Conclusions 
In the two cases, due to the different real estate market modes the developers set up 
accordingly in the economic analysis. However, the similar technical approaches are 
taken to evaluate the feasibility from the perspective of the cash flows.  
The first step was capitalizing the incomes. Next, the discounted cash flows under 
particular assumptions were calculated out. Finally, the IRR was analyzed to see 
whether it was bigger than the assumed discounted rate in order to determine the 
project’s financial feasibility. 
The profitability, capital’s mobility and risks were quite different in the two cases. 
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From the profitability’s point of view, for the Chinese real estate market in 2005, the 
planned ￥2600 per square meter ($32.5 per SF) was quite conservative. In reality, 
the developer actually sold the properties at ￥4000 per square meter in the year 2006, 
and all of the apartments were sold out within six months after the construction. The 
actual sale span was longer than the plan not because the buying demand is over 
estimated. The developers used a trick to speculate the real estate market by 
controlling the selling amount after paying off the debt. The market price of the 
properties appreciated a lot after several months. Therefore the actual profit of the 
project was consequently greater than the feasibility study showed. Besides, the 
Chinese case appeared to have much greater mobility of capital. Instead of collecting 
lease each year, the Chinese developer can make considerable profits within two 
years.  
Guaranteed by the fast-paced urbanization and the sale mode of the real estate market 
in China, the risk exposure of developing a residential project in China was quite low 
in 2005. The built project was sold out easily, and the price of the properties 
appreciated at the same time. 
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3 OPPORTUNITIES AND BARRIERS FOR U.S. DEVELOPERS 
3.1 Opportunities for U.S. Developers 
3.1.1 Background 
China started to reform and open-up to the world by means of bringing in the Market 
Oriented Economy and foreign advanced technologies ever since 1978. After over 30 
years, the economy is developing at a considerable speed in China. According to the 
report which concluded the achievements of foreign direct investments in the past 30 
years published by the Ministry of Commerce of People’s Republic of China, there 
were 625,000 registered foreign enterprises across the mainland China by the end of 
2007. From 2006 to 2007, 74.8 billion dollars were invested directly onshore. The 
import and export volume that were transacted by the foreign invested companies 
accounted 57.73% of the whole country’s import and export volume (FDI in China, 
2007).  
From no foreign enterprise to 625,000 of them all across nation, it is hard to deny that 
the foreign investments developed at an incredible speed in the past several decades in 
China. These foreign invested enterprises also played an important role in the bilateral 
trade viewing from the statistics. 
The forethought foreign investors who aimed at the real estate market in China 
initiated their investments right after the Chinese government loosened the regulation 
on the real estate market in the 1990s. From the 2010 statistics, foreign direct 
investments in the real estate sector totaled 83.3 billion Yuan (12.4 Billion US 
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Dollars). Although this amount only took 1% of the whole source of funds in the real 
estate sector in China, the foreign investments in this sector kept growing in recent 
years. 
 
3.1.1.1 The Structure of Foreign Investments in China 
There are twenty sectors that cover all the industries in China. The sectors are 
sequentially coded from A to T (National Bureau of Statistics of China, 2011). K is for 
the real estate sector which includes land developments, property management, real 
estate agents and the sale and leasing of private-owned properties. There is another 
sector E standing for construction, which contains the construction of buildings, 
highways, ports and other civil structures. However, this construction is directly 
supervised by the government so that the private cannot get involved, and the 
buildings are designated for special uses such as public libraries, hospitals and 
schools.  
 
3.1.1.2 Ways to Invest in Real Estate Development in China 
There are multiple ways of establishing foreign invested enterprises in China: 
 Representative Offices 
 Foreign Invested Commercial Enterprises (FICE) 
 Wholly Foreign-Owned Enterprises (WFOE) 
 Joint Ventures (JV) 
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 Hong Kong and other offshore incorporations 
 Foreign-Invested Partnership Company 
 Fund Management Company 
However, for the real estate enterprises, since a developer has to deal with invoicing 
during the development process, the Representative Office is not functionally 
appropriate. The FICE is restricted within the business scope of “international 
commodity trade” so that it cannot be utilized in the RE sector either. For the WFOE, 
it is required by the government that the WFOE is not allowed in the real estate sector 
China. On the contrary, the JV and Foreign Invested Partnership are feasible 
alternatives. The Circular 171(Introduced in “barriers”) prohibited the offshore RE 
enterprises in China. The Fund Management Company in the RE sector is also 
required (Catalogue for the Guidance of Industries for Foreign Investment, 2011) to 
be partially owned by foreign investors, plus the stake percentage should be less than 
49%. Besides establishing new enterprises, a foreign investor is allowed to shove in 
the RE sector by Mergers & Acquisitions.  
Therefore, foreign investors can form JV, FIPC, Fund Management Companies and 
M&A domestic real estate enterprises to join in the RE sector in China based on the 
present guidelines and circulars. 
If categorizing by the process of implementing the real estate projects, there are 
essentially two ways to invest in the real estate sector for the foreign investors in 
China. 
 Acquiring land for commercial or residential development, followed by leasing or 
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selling the property constructed on it (Build-Lease-Sales model); or 
 Acquiring developed real property to generate rental income. The real estate 
property can be disposed of in later years (Purchase-Hold-Lease model). The 
holding period varies according to the objectives of the investor. 
The Build-Lease-Sale model takes relatively long construction periods, and has to 
meet special permit requirements. Currently, the regulatory framework prohibited the 
foreign entities from carrying out real estate property development without 
incorporating a local entity RE enterprise. 
For the Purchase-Hold-Lease model evades the construction process and its related 
permitting procedures, however the proper pattern an on shore foreign RE enterprise 
would choose essentially depends on whether the proposed real estate development 
project permits full foreign ownership under the guidelines and regulations issued by 
the Chinese Government. Accordingly, the pattern of Wholly Foreign Owned 
Enterprise or Joint Venture is utilized. The Purchase-Hold-Lease model can be further 
split into the direct asset acquisition and share purchase. There are special features of 
the two methods considering the laws and transactions details, which can be looked 
up in the related guidelines issued by the local government. 
 
3.1.2 The Growing Trend of Foreign Investments in the RE Sector  
To better visualize the growing trend of foreign investments in the RE sector in China, 
the report of yearly foreign investments in all sectors is analyzed. The statistics are 
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retrieved from the National Bureau of Statistics of China (The exchange rate of U.S. 
Dollar to RMB is approximately 1/6.7 in 2010 and 1/6.3 in 2012). 
 
Table 6: Foreign Investment in China 
Year All Industries Real Estate 
  Billion Yuan Billion Yuan 
2001 157   
2002 182.6   
2003 221.2   
2004 270.7 1.4 
2005 338.6 27.5 
2006 381.1 41.9 
2007 454.9 67.2 
2008 469.6 77.9 
2009 398.4 2.5 
2010 434 83.3 
 
Figure 5: Foreign Investments in China by Sectors 
 
There are no sector breakdowns for the foreign investments before 2004, so the 
foreign investments in the real estate sector before 2004 are missing. Coincidentally, 
the number in 2004 is close to zero in the statistics, therefore the foreign invests in the 
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real estate sector barely existed before 2004. 
In Figure 5, from 2001 to 2010, the foreign investments in all sectors showed a 
growing trend except for the year 2009, which was apparently reflected the worldwide 
economic crisis. The foreign investments in the RE sector appeared to have the same 
pattern. 
However, in 2010, the amazing phenomenon was the foreign investments in the real 
estate sector all of a sudden jumped back to 83.3 billion Yuan which was higher than 
the number in 2008. At the same time, for the foreign investments in all sectors, the 
bouncing power seemed to be smaller. This reflected the investors were more 
confident to invest in the real estate sector in China comparing to the other sectors in 
2010, when the crisis effect still in power all over the world. 
Considering the NSBC’s report, in 2004, the foreign investments in real estate sector 
took 0.5% of the investments in all sectors. In 2005 the indicator was 8%, 10.9% in 
2006, 14.8% in 2007, 16.6% in 2008, 0.6% in 2009, and 19.2% in 2010. Except for 
the year 2009, the percentage of foreign investments in the real estate sector kept 
climbing in the past ten years, which proved the real estate sector grew faster than the 
other sectors from the perspective of foreign investments.  
The statistics of Foreign Investments in Fixed Asset from 2001 to 2010 are also 
considered for analysis. The fixed assets include machines, real estate properties and 
other equipment and instruments which cannot be easily converted to cash (low 
liquidity). This indicator is also a significant component of GDP, which reflects the 
macro-economic status. According to the statistics from the National Bureau of 
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Statistics of China (NBSC), the yearly Foreign Investments in Fixed Asset is listed in 
Table 7. 
Table 7: Foreign Investments in Fixed Asset in China 
Year Foreign Investment in Fixed Asset 
  Billion RMB 
2001 173 
2002 208.5 
2003 259.9 
2004 328.5 
2005 397.9 
2006 433.4 
2007 513.2 
2008 531.1 
2009 462.3 
2010 498.7 
Figure 6: Foreign Investments in Fixed Asset in China 
 
The chart shows a similar trend, which appears in the foreign investments in all 
sectors. The amount of foreign investments in fixed asset each year is a little higher 
than the total investments in all sectors, which is explainable. According to the “open 
up” policy, China welcomes the new technologies and the economic effects, which 
can bring employment and consumptions from the foreign countries. On the other end, 
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the foreign investors aim at the lower labor cost, and also would like to bring their 
production line to China to transfer some side effect of the productions. The 
production line’s relocations to China and the other investments such as the 
construction of factories both go to the fixed asset account. That’s why the fixed asset 
investments stand on the same level with the Foreign Investments in All Sectors. 
Further, because the Foreign Investments in Fixed Asset reflexes the contract value 
each fiscal year, whereas the Foreign Investments in All Sectors represents the actual 
amount that is invested this year, the figure is consequently greater. 
To sum up, from the statistics, first, both the foreign investments in all sectors and real 
estate sector showed a growing trend in the past ten years. The bouncing power of the 
foreign investments in the real estate sector was apparently visualized after the global 
economic crisis. 
Second, the real estate sector appeared to have attracted more attentions viewing from 
the ratio of the investments in RE sector against the investments in all sectors.  
Third, the foreign investments in fixed asset were growing every year, which was also 
a sound proof of the growing trend of the foreign investments in all sectors. 
3.1.3 China’s Real Estate Sector’s Potential 
For the residential real estate market in China, since 2010 there was over 0.6 billion 
square meters of new housing built in China (National Bureau of Statistic of China, 
2010). The urbanization rate was 50% in 2011, which was a little higher than the 
world’s average 49%. The population in China was 1.341 billion by the end of 2010 
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(China Daily, 2011). According to the historical data of the population from the 
National Bureau of Statistics of China, around half of the population worked in the 
urban areas (National Bureau of Statistics of China Population Composition, 
2002-2006). Supposing each person has to consume 30 square meters (300 sf) of 
housing, China needs 21 billion square meter of housing in the urban areas for now. In 
2010, the existing housing area in urban areas was 14.5 billion square meter according 
to the number from National Bureau of Statistics of China in 2010. Therefore, the 
existing housing area cannot meet the demand of people who work in urban areas. 
If aiming at the urbanization rate at 70%, which means 70% of the population work 
and live in the urban areas, China needs another 27 billion square meters of housing in 
the future, let alone the population is growing as well. The demand merely in the 
residential real estate market is huge. 
The commercial real estate market has also been booming in recent years in China. In 
2010, there were 113 million square meter commercial real estate properties sold out 
nationwide. In the same year, 153 million square meter of commercial real estate 
projects started building (National Bureau of Statistics of China, 2010).  
To sum up, from the statistic’s point of view, foreign investments in the real estate 
sector kept swelling in recent years. However, the yearly statistics of 2011 hasn’t 
come out from the NBSC. Whether the tightened policies in 2011 had affected the 
enthusiasms of the foreign investors cannot be proved yet.  
The real estate sector is not isolated among all the sectors in China. It is strongly 
hooked up with the money market in China. A more opened money market in China 
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helps the foreign investors in the real estate sector in the financial perspective. 
3.1.4 A More Opened Money Market and Appreciating Currency  
Renminbi known as Yuan is the legal currency in mainland China. There are two 
markets of RMB. One Yuan is the “CNH”, in which the ‘H’ stands for Hong Kong, 
where the currency is deliverable. The vast majority of offshore RMB business occurs 
in the CNH market (Financial Times, 2011). The other Yuan is “CNY”, in which the 
‘Y’ represents Yuan. It is the onshore currency in mainland China. The exchange rate 
between these two currencies is near one, so it is conventional for people to call the 
two Yuans as one currency.  
The onshore CNY bond market is a highly liquid market with more than 2,300 bonds 
and 20 trillion in size, the turnover of CNY is 69 trillion a year and more than 10,000 
institutional investors in that market(Financial Times, 2011). The onshore market can 
be further broken down into the interbank and exchange-traded market. The interbank 
money market is by far the largest with 19 trillion and consequently the most diverse 
and liquid money market. However, only few foreign investors can access the 
interbank market. The exchange-traded market is relatively smaller (RMB 400 billion), 
whereas it is accessible under the Qualified Foreign Institutional Investor scheme 
(QFII) (Financial Times, 2011). The QFII scheme is set up to help foreign investors to 
access the onshore equity market initially. However, investing in bonds (fixed income 
instrument) is also allowed with in the scheme. There are series of qualifications 
instituted by the government for the QFII scheme in order to standardize and regulate 
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the money market in China. 
The offshore money market started in 2010. Chinese authorities passed the 
legislations, which made it possible for a number of different types of institutions to 
issue bonds in offshore RMB market. It is still a small market (RMB 210 billion) and 
lack of advanced managers to provide daily information such as the constant net asset 
values. Although the offshore market is fledging, it has some alluring characteristics: 
- It is a way for global investors to freely and directly access the Chinese currency, 
which has never been possible before; 
- It has attracted a number of global issuers which have never before issued in Asia; 
- There is a good selection of Chinese and international corporate, government and 
financial bonds available; 
- The whole credit spectrum is represented, from AAA supranational debt to non-rated 
speculative names (Financial Times, 2011). 
 
Figure 7: Money Market in China 
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In December2011, China launched the latest investment scheme for foreign investors 
named the RQFII, which would help deploying the offshore Yuan deposits. It was 
seen as another step towards the RMB internationalisation policy. China Securities 
Regulatory Committee (The major committee that supervise the stocks and securities 
market), the People’s Bank of China (the federal bank of China) and the State 
Administration of Foreign Exchange (SAFE) jointly issued rules for the widely 
anticipated 20 billion Yuan pilot RQFII program (The Business Times Singapore, 
2011). 
To sum up, China’s money market is taking steps towards a more international 
environment cautiously by deploying the schemes and guidelines like QFII and RQFII. 
The onshore money market is already a highly liquid money market for the foreign 
investors who have already founded enterprises in China. The offshore money market 
in contrast is fledging under the cover of QFII scheme. In other words, the offshore 
enterprises have to pass the qualifications of QFII in order to invest in equities or 
issue bonds.  
Another currency issue is that RMB has been appreciating in the past decade. In 2001, 
the exchange rate of US Dollar to RMB was 1/8.2, whereas it is around 1/6.3 in 2012. 
RMB’s appreciation is an inevitable trend, which is also a good opportunity for the 
foreign real estate developers. For example, in 2001 the developer invested one 
million dollars which was 8 million Yuan in a property in China. After ten years, 
assuming the value of the property did not appreciate at all, which was 8 million Yuan 
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still. The 8 million Yuan was 1.3 million Dollars in 2010. 
 
3.1.5 90%-95% Profit Repatriation from China 
A big concern the foreign investors might have is whether the profit can be brought 
back to their countries or not. There are several methods for the international 
settlement, which can guarantee the 90%-95% profit repatriation in China. 
Above-the-line distribution or dividends is the essential content of any profits 
repatriation strategy and should be built into company articles of association prior to 
the approval of business license. Above-the-line distributions are the expenses 
charged to subsidiary enterprise in China, usually by the foreign parent directly, and 
thus are legitimate fees for which an invoice can be presented to the Chinese business 
as part of its normal operational procedure (Repatriation and Maximization of Profits 
in China, 2009). The above-the-line distributions can include royalty charges for 
trademarks or patents owned by the parent, foreign management expertise which 
depicts full expenses and payment for any head of office or overseas personnel 
visiting China, interest on loans, and penalties for late payment. 
Above-the-line distributions need to be agreed upon and identified in the articles prior 
to submission to the authorities for approval of an operation’s business license. When 
levying such charges onto a Chinese business, it is important to be aware that such 
payments are subject to Chinese tax (amounts vary depending upon the service), prior 
to the China entity being able to remit back to the foreign parent. But even accounting 
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for this, the amount of money able to be remitted back to the parent pre-tax can be 
quite significant with careful preparation and planning (Repatriation and 
Maximization of Profits in China, 2009). 
If you’re the foreign invested real estate enterprise is public traded and forms 
partnership with local developers in China. The foreign enterprises can remit the 
money under the Dividend Distribution Abroad account. But real estate projects are 
often cash rich whereas lack dividend paying capacity; depreciation and any other 
non-cash charges reduce accounting profit. Once a Chinese project company is 
capable of declaring dividends, Dividend Distribution is the first choice to repatriate 
back to the parent enterprises. The domestic rate of withholding tax on dividends is 
now 10 percent. However it can be reduced to 5 percent under certain treaties (China 
Real Estate Investment Handbook by Deloitte, 2011). 
The interest paid on borrowings is also tax-deductible in China. This is useful as part 
of an overall, longer-term financing strategy for operations in China as it means 
companies are able to identify the intended form of distribution of any profits, then 
re-lend it back to their China operations with interest. It is also possible for partners to 
provide loan guarantees to China operations in favor of the Chinese business itself, 
thereby being able to achieve both cash profit distribution but also re-investment, and 
the associated incentives, at the same time.. 
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3.2 Barriers to Foreign Investors 
3.2.1 Sector Preference for Foreign Investments 
The National Development and Reform Commission and the Ministry of Commerce 
jointly issued a guideline named “Catalogue for the Guidance of Industries for 
Foreign Investment” to encourage the energy-saving and environmentally-friendly 
enterprises in the realms of information technology, biotechnology, high-end 
equipment manufacturing, alternative energy, advanced materials, and alternative-fuel 
cars. 
 
 
 
 
 
 
 
 
In the first 11 months of 2011, China attracted 103.77bn dollars of foreign direct 
investment, up 13.15 percent from a year earlier. During the same period, the country 
approved the establishment of 25,086 foreign-invested companies, up 3.23 percent 
year on year (BBC Monitoring Asia Pacific, 2011). More qualified enterprises were 
encouraged whereas some other enterprises are facing a shutdown situation.  
This “catalogue” not only categorized the encouraged enterprises and sectors, but also 
  
  
Encouraged Permitted 
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Figure 8: Foreign Investment Sector Division 
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listed the prohibited sectors and restricted ones. 
 
 
 
 
 
 
 
 
 
 
Real estate sector in the catalogue is neither encouraged nor prohibited in the 
catalogue. The real estate sector consists of three major parts of business, which are 
residential project developments, high-end hotel and offices and real estate agents. All 
these three parts are categorized as “restricted” for foreign investments.  
 
3.2.1.1 The Meaning of “Restricted” 
Heavy bureaucracy in China is well known, and it could be the major reason for 
foreign developers hesitating to come to China. As mentioned in the previous section, 
in the “Catalogue for the Guidance of Industries for Foreign Investment”, all the three 
parts of business in the real estate sector were listed in the restricted category. The 
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Figure 9: Real Estate Sector 
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word “restrict” means nothing but more approval procedures from superior bureaus 
and administrations. In details, if the total investment amount is greater than $50 
million dollars, the project must be approved by the National Development and 
Reform Commission and Ministry of Commerce in China. For investments less than 
$50 million dollars, the local bureaus have the right to approve, whereas the related 
paperwork must be submitted to the State’s bureau as records (Foreign Investment 
Approval Procedures by Ministry of Commerce of PRC, 2006). This elongates the 
time for the foreign investors to establish a project enterprise in China, which 
consequently effect the land acquisition.  
Foreign invested real estate enterprises are regulated by several government 
organizations in China, The Ministry of Finance, State Administration of Foreign 
Exchange, and Ministry of Commerce to name a few. The guidelines are usually 
published jointly among the bureaus. Reading the related guidelines is the must done 
homework. 
 
3.2.2 More Regulations 
As mentioned before, the Chinese real estate market is more policy oriented. What 
gets built depends more on the government’s goals. The market disciplines perform 
less significantly, especially in the real estate market. ‘’It’s such a policy-driven 
market that you have to time not just the market cycles but also the policy cycles,’’ 
said Martin Lamb, the director of Asia-Pacific real estate investment for Russell 
Investments (The International Herald Tribune, 2011). The “circulars” play as the 
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guidelines of the market is quite prevalent in China.  
The famous Circular 171 was released in July 2006. Concerning the negative effects 
of unchecked foreign investment and speculation in the real estate sector, the Ministry 
of Construction, the Ministry of Commerce, the National Development and Reform 
Commission, the People’s Bank of China, the State Administration for Industry and 
Commerce, and the State Administration of Foreign Exchange joint issued “Opinions 
on Regulating the Entry into, and the Administration of, Foreign Investment in the 
Real Estate Market” also known as JianZhuFang (2006) No.171-circular 171. This 
circular was specifically aimed at direct foreign investment and Foreign Investment 
Enterprises involved in China’s real estate sector, and comprised a range of measures 
to control the flow of foreign capital. These included provisions regulating the 
purchase or real estate, new minimum capital requirements, restrictions on debt 
financing and a number of other measures. 
In details, for sizes of the foreign real estate companies, if the total investment is over 
3 million dollars, the proportion of registered capital to the total investment must be 
higher greater 50%. Any investments less than 3 million, that proportion must be 
higher than 70%.  
For the foreign companies who want to start business in China through Merger & 
Acquisition, the full amount of registered capital must be injected one time, the land 
acquisition certificate must be obtained already, the percentage of cash reserves to 
total investments must be greater than 35%, otherwise the banks are not allowed to 
accept remittance from foreign banks and exchange the remittance into RMB for 
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those companies. Circular 171 apparently raised threshold of foreign investment in the 
real estate sector in China.  
After the releasing of Circular 171, the foreign investments in the real estate sector 
appeared to grow as before during the first half of 2007. The Ministry of Commerce 
and State Administration of Foreign Exchange (SAFE) issued another two circulars, 
which were Circular 50 and Circular 130, trying to contain the speculative foreign 
investment in the real estate market in China. Towards the end of 2010, SAFE issued 
another circular; the circular 186 was also for further control of the market.  
Circular 50 focused on the foreign investments in high-end real estate projects and the 
acquisition of domestic real estate enterprises. Circular 130 stated that the foreign 
invested real estate enterprises were required to be free of foreign debt before 
establishments in China. Circular 186 listed the restrictions on real properties’ 
ownership. In details, one foreign individual is only allowed to buy one residential 
property for his own use after a series of approvals. Foreign enterprises are only 
allowed to buy commercial properties for their own uses. 
 
3.2.3 Restrictions on Permits and Certificates 
The business permits and certificates are limited within the projects’ duration for the 
foreign developers in China. In other words, if the project is to be completed within 
two years, the business permits will accordingly expire after two years for foreign 
developers. The rule is called the business presence discipline. 
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Besides the rule of business discipline presence, to register a new foreign real estate 
enterprise is quite long and time consuming. First, as a foreign developer one should 
apply for a temporary Business license and a Certificate of Approval of Foreign 
Investment for the intended project. Those temporary license and certificate are valid 
for one year, and respectively obtained from the Bureau of Industry and Commerce 
and the Commerce Ministry. The Business License and Certificate of Approval of 
Foreign Investment must be obtained before land acquisition for foreign developers. 
After paying off the land cost, the foreign developer should take the temporary 
Business License and Certificate of Approval of Foreign Investment to get a 
Certificate of Land’s Right of Use from local Bureau of Land. Since acquiring the 
Certificate of Land’s Right of Use, the foreign developer can go to the Commerce 
Ministry again for the formal Certificate of Approval of Foreign Investment. Then, 
with the formal CAFI, the foreign developer will obtain the formal Business License 
from the Bureau of Industry and Commerce. Finally, the foreign real estate enterprise 
is legally founded onshore in China.  
As an editor says to gain access to the huge Chinese market, they have had to brave 
significant language and cultural barriers, nurture close relationships with local 
partners, and deal with layers of bureaucratic complexity as well as opaque and 
unpredictable regulatory and legal systems (The International Herald Tribune, 2011). 
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3.2.4 Cultural, Language and Market Barriers 
It is the most apparent as well as the most influential barriers to the foreign developers 
in China. There are many unsuccessful stories of foreign developers leaving China 
after being tortured by the cultural, language and market gaps. 
In 2005, the Simon Property Group, the largest shopping center owner and operator in 
the United States, announced with some fanfare that it would begin developing malls 
with two partners. Four malls were built in so-called second-tier cities, like Hangzhou, 
which has 5.5 million people according to its municipal Web site. But in 2009-before 
three of the malls had opened-Simon sold its interest and left China. The company 
told analysts that the cities lacked enough middle-income consumers to make the 
centers profitable. Simon said it lost $20 million in the venture. 
Like U.S. most middle class Chinese family would like to save money for the 
children’s education or for the new house but the proportion is different. In U.S. 
people would save 10% extra money, whereas in China people might save 50% or 
even more. Therefore, if expecting as much consuming in U.S. as in Chinese market, 
it is totally wrong. It is always better for foreign developers to have reliable Chinese 
partners to get affiliated with local power. 
Capitaland, a Singapore real estate corporation, appears to have found relative success 
in China’s residential market, even as China’s real estate sector is being subject to 
significant government cooling policies. Indeed, the group has an internal target to 
launch an average of 4,000 mid- to high-end residential units annually, and build 
approximately 10,000 value homes a year by 2015, as part of its overall strategy to 
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deepen its China presence. As of 2011, CapitaLand has some 30,000 residential units 
in the pipeline, of which more than 24,000 are mid- to high-end units and more than 
5,000 units are value homes. (The Business Times Singapore, 2011) 
CapitaLand has been investing in China since 1994, it understands the China’s real 
estate market better comparing to the western developers. The cultural and barriers are 
both less, because half of the population speak Chinese and know Chinese traditional 
culture in Singapore.   
 
3.3 Advices for Foreign Investors 
3.3.1 Situation of China’s Real Estate Market 
Chinese real estate enterprises are facing a situation of “reshuffle”, which means the 
unprofessional and small developers are to be crashed out under the stringent policies. 
China Real Estate Association (CREA) and Land Consulting co-released the blue 
book "Operation and Management of China's Real Estate Developers in 2011" on 
December 23, predicting that 30% of the developers will be crashed out by 2015. The 
blue book said the number of real estate developers in China has been 66,300 by the 
end of 2010, taking on a drop trend and compared with 87,900 and 80,400 in 2008 
and 2009. This reflects the "reshuffling" of the Chinese real estate sector has begun 
and the number of Chinese developers started to drop (Comtex News Network, 2011). 
The stringent policies exterminate the speculative power and left with the professional 
and shrewd developers in the real estate market. A more professional and healthy 
environment is called for in the future. For the experienced foreign developers who 
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aim at the long term profit, it could be a great opportunity to take positions in this big 
market.  
 
3.3.2 Examples of Successful Foreign Developers 
Hines Interests, a US-based real estate developer, is one of the successful American 
real estate companies in China. Hines started the China business in 1995 and has 
completed, owns and manages a total of 1.7 million square feet of projects in the 
region with another 7.4 million square feet underway (Hines China, 2011).The 
projects range from luxury hotel to community condominium. The projects Hines 
developed are located in first-tier cities such as Beijing and Shanghai. The projects are 
all land marks in those cities targeting the high-end clients.  
On February 2
nd
 2007, Hines Interests Limited Partnership acquired a 50.0% minority 
stake in Shanghai Chengtou Corp for approximately RMB 1,710.0 million (US$ 217.2 
million). Based in Shanghai, the target is a state-owned real estate developer and 
general contractor. The acquisition is a step toward the cooperation of the bidder and 
the target. Hines and Shanghai Chengtou will work together to develop a 
251,776-square-meter site in the Jiangwan area of Yangpu in northeastern Shanghai 
(LexisNexis Academic Data Base, 2011). 
Three and a half years later, in November 2010, Guangzhou R&F Properties Co Ltd 
and KWG Property Holding Ltd agreed to acquire Hines Shanghai New Jiangwan 
Development Co. Ltd from Hines Interests LP for about RMB2.4 billion (US$353.5 
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million) in cash. Hines Shanghai New Jiangwan Development is an investment 
holding company owns 70% of Shanghai Chengtou Yuecheng Real Estate Co Ltd, a 
real estate developer in Shanghai. The acquisition allows bidder group to strengthen 
their position in Shanghai's property market. The bidder group intends to acquire the 
remaining 30% stake of Shanghai Chengtou Yuecheng Real Estate (LexisNexis 
Academic Data Base, 2011). 
The routine that Hines followed can be concluded into several steps. First, Hines got 
into the Chinese real estate market by Merger and Acquisition the local developers. 
Next, Hines formed the partnership with other real estate enterprises to affiliate with 
the local power. Then, after managing several years’ of the developed properties, 
Hines exited the market by selling the stakes of the project enterprise.  
Another international real estate developer which succeeds in China is Capitaland. 
Capitaland landed on China in 1994. Until 2012 the company has accumulatively 
developed over 15 million square meter (150 million square feet) of projects all across 
China (Capitaland China, 2011). Capitaland developed more residential projects than 
Hines. The projects are widely located in over 40 cities in China, and the size of the 
projects varies. Capitaland valued its China assets at $10.1 billion, which took 75 
percent of the total group's value across Asia. The China assets are respective located 
in Shanghai (41 percent), Beijing (15 percent), Chengdu and Tianjin (7 percent each), 
and Guangzhou (5 percent). According to Lim Ming Yan, chief operating officer of 
CapitaLand Group, while there are short-term market pressures in the Chinese market, 
the group remains positive about the country's real estate sector in the mid- and longer 
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term (The Business Times Singapore, 2011). Capitaland’s REITs business 
geographically covers all Asia, which guarantees the real estate development to be 
implemented with robust cash flows. 
Capitaland also merger and acquire the local developers to open up domestic real 
estate market in China. For example in June 3
rd
 2011, CapitaLand Ltd, through its 
wholly owned subsidiary Bellevale Pte Ltd, agreed to acquire Wuhan Kaihui Real 
Estate Co Ltd for RMB361 million (US$55.7 million) in cash. Based in Hubei, the 
target primarily develops and manages real estate properties (LexisNexis Academic 
Data Base, 2011). 
Hines Interests and Capitaland are both successful foreign developers in China’s real 
estate market. Although they target at different types of projects and customers, the 
way they initially open up the real estate market is the same. Both Hines and 
Capitaland established their onshore companies in early 1990s and expanded their 
business by merger and acquire the domestic developers to get involved in particular 
projects.  
From the examples of the successful foreign developers, it is strongly recommended 
to find local partners, especially the state-owned developers for the foreign real estate 
enterprises. The partnership benefits the foreign developers in both understanding the 
real estate market better and finding the short cut to overcome the barriers set by the 
government. 
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3.3.3 Business Models from Offshore to Onshore 
3.3.3.1 Foreign Direct Investments 
The most straight forward way for a foreign developer to get into the real estate 
industry in China is through establishing an onshore real estate enterprise.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Although this model is directly approaching the China real estate industry, the heavy 
bureaucracy in China makes it hard to complete. As mentioned before in the barriers 
section, if the foreign developer has not acquired the land, the developer cannot 
establish the enterprise onshore. Plus the land acquisition process is so 
time-consuming for a foreign developer that it is barely possible to complete the land 
acquisition and enterprise establishment together. 
Therefore, although this model is theoretically feasible and easy to be adopted, it is 
hard to pragmatically implement under today’s regulations in China. It is not 
recommended for foreign developers to choose this model as the prime business mode 
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Figure 10: Foreign Invested RE Enterprise Business Model 1 
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in China today, unless the foreign developers have agreed with some local developers 
to develop a specific project. In that way, the local partner can help the foreign 
developers in the long permitting procedures and land acquisition. 
 
3.3.3.2 Offshore Loan or Bond 
QFII scheme allows qualified foreign investment institutions to invest in bonds, loans 
and other fixed income financial instruments in the offshore money market. Based on 
this guideline, another business model can be created accordingly. 
 
business model to invest in real estate industry in China.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
It is not necessary for foreign investors to establish new enterprises in this model. The 
foreign investors need to pass the QFII qualification or find other qualified 
investments institution to invest in the offshore money market by means of offering 
 
  
 
Offshore Loan/Bond Onshore Enterprise Real Estate Industry 
Figure 11: Foreign Invested RE Enterprise Business Model 2 
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bonds, loans and other fixed income financial instruments to the onshore real estate 
enterprises. Comparing to the first model, this solution evades the procedures of 
establishing foreign invested enterprises, whereas the foreign investors share the profit 
with onshore real estate enterprises finally.  
 
3.3.3.3 Foreign Investments via Onshore Investment Company 
Other than directly establishing a real estate company, some investors would like to 
first found an onshore investment company which is a more flexible solution to invest 
in the real estate market in China. If the real estate industry is cooling down, there are 
always other alternatives. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
In this solution, the onshore investment company is the subsidiary company of the 
offshore institution. To establish an investment company is not as hard as establishing 
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Figure 12: Foreign Invested RE Enterprise Business Model 3 
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a real estate company in China. The further steps can be done totally onshore without 
obstacles. This solution can help the investors who want to get involved with 
diversified industries, and can also be utilized to merger and acquire onshore real 
estate enterprises. 
 
3.3.4 How to Exit 
Exiting the Chinese real estate market is not hard as well. In general, there are four 
ways of exiting then onshore market. 
 The disposition of the onshore property followed by the liquidation of the 
Chinese project company; 
 The disposition of the equity interest in the Chinese project company; 
 The disposition of the equity interest in the intermediate holding company of the 
Chinese project company; and 
 The listing of the holding vehicle on a public stock exchange 
These four ways cover the all types of foreign real estate companies in China. 
According to Beijing Administration for Industry and Commerce, 217 foreign 
property enterprises exited the city in 2011. At the same time, only 129 foreign real 
estate companies were established in 2011, down 55.82 percent from 2010 (China 
Daily, 2011).  
This does not mean the property enterprises exited China. According to Frank 
Marriott, senior director of Savills' Real Estate Capital (Asia Pacific), "Though the 
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office markets in Beijing and Shanghai are still the favorites for international 
institutional investors, there are few investment opportunities for international funds 
in these two office markets as the supply is limited and the competition is fierce," 
Marriott said. International funds are looking at investing in residential property and 
at opportunities in second-tier cities. "Some international funds did sell their projects 
in China, but the major reason for that was that their investment period had come due, 
rather than any pessimism about the country's real estate sector," said Chris Brooke, 
CEO of CB Richard Ellis Asia, part of the CB Richard Ellis Group Inc. "International 
investors still have a strong interest in the Chinese property market," Brooke added 
(China Daily, 2011). 
Therefore, as long as the foreign investors overcome the barriers from offshore to 
onshore, it is convenient for investors to move from city to city, and the exiting real 
estate market in China is quite robust. 
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4 CONCLUSIONS 
The China’s real estate market is strongly intervened by the government’s will. To be 
a successful developer, one must understand the market, consider the central 
economic plan and deal with the local government.  
Real estate development procedures in China are similar to those in the western 
countries. Nevertheless, there are quite a few unique features within each step of the 
development such as the taxations rules, land ownership and etc. Further, through a 
cases comparison, it is not hard to conclude that the feasibility studies are carried out 
in similar steps whereas with the different set-ups.  
Although the statistics shows the optimistic result that foreign investments kept 
growing in the past years, there are pragmatic obstacles which obstructed the foreign 
investors to go to China such as government regulations, higher thresholds for real 
estate sectors, and also the sector preference. By analyzing the successful foreign 
developers and the possible business models of foreign investments in China, there 
are still chances for the foreign investors who want to get involved in the real estate 
market in China. Due to the gaps in different cultures, economic systems, and market 
patterns, it is strongly recommended that a foreign developer should find local partner 
in the development process. As a matter of fact, according to the latest guidelines, a 
foreign developer is required to found partnership with local developers to develop 
projects in China. A state-owned developer is usually the best partner to choose, and 
the top ranked private-owned local developers could also be a good alternative. 
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Although the China’s real estate sector is cooling down recently, both the residential 
and commercial real estate market is of great potential in the future. However, as a 
foreign developer or a foreign investor who has never been to China, more research of 
the market and prudent actions according to the foreign developer’s background are 
strongly recommended. 
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APPENDIX A: Revenue and Taxation Calculation of Chinese Case 
Number Description Season 2 Season 3 Season 4 Season 5 Season 6 Season 7 Total 
  Apartment Selling Proceed 
      
  
1 Apartment Selling ¥4,560,000 ¥22,820,000 ¥27,380,000 ¥18,250,000 ¥9,130,000 ¥9,130,000 ¥91,270,000 
2 Salable Area (Sqr M) 1775 8775 10530 7020 3510 3510 35120 
3 Average Price (￥/Sqr M) 2600 2600 2600 2600 2600 2600 15600 
4 Sold Percentage 5 25 30 20 10 10 100 
5 Business Tax ¥230,000 ¥1,140,000 ¥1,370,000 ¥910,000 ¥456,000 ¥456,000 ¥4,562,000 
6 City maintenance and construction tax ¥16,000 ¥80,000 ¥96,000 ¥64,000 ¥32,000 ¥32,000 ¥320,000 
7 Educational Surtax ¥7,000 ¥34,000 ¥41,000 ¥27,000 ¥14,000 ¥14,000 ¥137,000 
8 Land Added Value Tax ¥15,000 ¥75,000 ¥90,000 ¥60,000 ¥30,000 ¥30,000 ¥300,000 
9 Income After Tax ¥4,292,000 ¥21,491,000 ¥25,783,000 ¥17,189,000 ¥8,594,000 ¥8,594,000 ¥85,943,000 
                  
a Apartment Selling $570,000 $2,852,500 $3,422,500 $2,281,250 $1,141,250 $1,141,250 $11,408,750 
b Salable Area (SF) 19722.22222 97500 117000 78000 39000 39000 390222.2222 
c Average Price ($/SF) 29.25 29.25 29.25 29.25 29.25 29.25 175.5 
d Sold Percentage 5 25 30 20 10 10 100 
e Incorporate Tax ¥28,750 ¥142,500 ¥171,250 ¥113,750 ¥57,000 ¥57,000 ¥570,250 
f City maintenance and construction tax ¥2,000 ¥10,000 ¥12,000 ¥8,000 ¥4,000 ¥4,000 ¥40,000 
g Educational Surtax ¥875 ¥4,250 ¥5,125 ¥3,375 ¥1,750 ¥1,750 ¥17,125 
h Land Added Value Tax ¥1,875 ¥9,375 ¥11,250 ¥7,500 ¥3,750 ¥3,750 ¥37,500 
i Income After Tax ¥536,500 ¥2,686,375 ¥3,222,875 ¥2,148,625 ¥1,074,250 ¥1,074,250 ¥10,742,875 
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APPENDIX B: Cash Flow Statement of Chinese Case 
Number Description Season 1 Season 2 Season 3 Season 4 Season 5 Season 6 Season 7 
  
       
  
1 Cash Inflow (Apartment Selling Proceed) ¥0 ¥4,560,000 ¥22,820,000 ¥27,380,000 ¥18,250,000 ¥9,126,000 ¥9,126,000 
  
       
  
2 Cash Outflow (Investment into Building) ¥12,210,000 ¥14,910,000 ¥23,560,000 ¥11,130,000 ¥2,590,000 ¥0 ¥0 
    
      
  
3 Incorporate & Additional Tax ¥0 ¥253,000 ¥1,254,000 ¥1,507,000 ¥1,001,000 ¥502,000 ¥502,000 
    
      
  
4 Land Added Value Tax ¥0 ¥15,000 ¥75,000 ¥90,000 ¥60,000 ¥30,000 ¥30,000 
    
      
  
5 Income Tax ¥0 ¥0 ¥2,132,000 ¥2,132,000 ¥1,423,000 ¥711,000 ¥711,000 
    
      
  
6 Cash Flow After Tax ¥-12,210,000 ¥-10,618,000 ¥-4,201,000 ¥12,521,000 ¥13,176,000 ¥7,883,000 ¥7,883,000 
    
      
  
7 Cash Flow Before Tax ¥-12,210,000 ¥-10,618,000 ¥-2,069,000 ¥14,653,000 ¥14,599,000 ¥8,594,000 ¥8,594,000 
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APPENDIX C: Cash Flow Statement of American Case 
Year   Equity     Total Before-Tax Cash Flow Total After-Tax Cash Flow 
0   ($1,108,335)     $0     $0     
1   ($326,038)     $0     $0     
2        $172,041     $172,041     
3        $201,861     $201,861     
4        $232,876     $232,876     
5        $265,130     $265,130     
6        $298,675     $298,675     
7        $333,560     $333,560     
Sale        $5,093,625     $3,647,847     
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APPENDIX D: Operating Income and Expense Summary 
Operating Income and Expense Summary           
                 
  Income              
  Units   Number of Units Rent per SF SF per Unit Total SF Rent per Month Total Rent per Year 
1 Type A-1   36 $0.72  590 21,240  $425  $183,514  
2 Type A-2   20 $0.70  741 14,820  $519  $124,488  
3 Type B-1   24 $0.69  832 19,968  $574  $165,335  
4 Type B-2   46 $0.68  952 43,792  $647  $357,343  
5 Type C-1   32 $0.67  1050 33,600  $704  $270,144  
6                 
7 Total   158 $0.69    133,420  $2,868  $1,100,823  
8                
9 Gross Rent             $1,100,823  
10 Vacancy           5% $55,041  
11 Adjusted Gross Rent           $1,045,782  
12 Miscellaneous Income           $25,000  
13         Per SF       
14 Revenues       $8.03      $1,070,782  
15                 
16 Expenses       Per Month     Per Year 
17 Payroll               
18 Manager       $1,700      $20,400  
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19 Assistant Manager/Bookkeeper   $1,100      $13,200  
20 Maintenance     $1,600      $19,200  
21 Porter for Grounds     $1,000      $12,000  
22                 
23 Subtotal       $5,400      $64,800  
24                 
25         Per SF     Per Year 
26 Payroll Taxes and Insurance   $0.20      $12,960  
27 Advertising and Promotion   $0.15      $20,013  
28 Maintenance Supplies     $0.40      $53,368  
29 Administration, Management, Telephone   $0.40      $53,368  
30 Utilities for Common Area   $0.40      $53,368  
31 Real Estate Taxes     $0.48      $64,042  
32 Insurance       $0.24      $32,021  
33                 
34 Total Expenses     $2.65      $353,940  
35                 
36 Net Operating Income     $5.37      $716,843  
                  
Development Costs 
Summary             
        Assumptions Cost per SF Amount Cost per Building SF Cost Per Unit 
37 Land     5.13 acres $2.25  $502,791  $3.77  $3,182  
38 Land Carry (Rate=12%, 3 Months)     $15,084  $0.11  $95  
39 Approval Fees and Startup Costs     $35,000  $0.26  $222  
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40           $552,875  $4.14  $3,499  
41                 
42 Building               
43 Construction     $35.00  $4,669,700  $35.00  $29,555  
44 Architecture       $20,000  $0.15  $127  
45 Engineering and Appraisal     $35,000  $0.26  $222  
46 Furnishings         $10,000  $0.07  $63  
47 Marketing         $45,000  $0.34  $285  
48 Professional Fees       $5,000  $0.04  $32  
49 Subtotal Construction Costs     $4,784,700  $35.86  $30,284  
50                 
51 Construction Financing Rate Months Amount Cost per Building SF Cost per Unit 
52 Interest on $5,224,388   10.50% 12 $365,707 $2.74  $2,315  
53 Miscellaneous       $5,000 $0.04  $32  
54 Subtotal-Construction Financing     $370,707 $2.78  $2,347  
55                 
56 Financing Transaction Costs           
57 Mortgage Broker   1   $52,244 $0.39  $331  
58 Construction Loan Points 1   $52,244 $0.39  $331  
59 Permanent Loan Points   1   $52,244 $0.39  $331  
60 Attorney Fees   0.5   $26,122 $0.20  $165  
61 Subtotal-Transaction Costs 3.5   $182,854 $1.37  $1,158  
62                 
63 Insurance, Taxes, and Other   Cost per SF       
64 Title Insurance     $0.22  $29,352 $0.22  $186  
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65 Liability Insurance       $10,000 $0.07  $63  
66 Property Taxes during Construction     $10,000 $0.07  $63  
67 Audit Cost         $3,000 $0.02  $19  
68 Subtotal-Insurance, Taxes, and Other     $52,352 $0.38  $331  
69                 
70 Subtotal-Land, Construction, Financing     $5,943,488 $44.53  $37,619  
71                 
72 Operating Reserve During Lease-Up     $326,038 $2.44  $2,064  
73 Development Fee       $239,235 $1.79  $1,514  
74 Contingency         $150,000 $1.12  $949  
75                 
76 Total Project Cost       $6,658,761 $49.88  $42,146  
77                 
78 Overall Capitalization Rate (NOI/Cost)   10.77%       
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APPENDIX E: Assumptions of American Case 
Other Assumptions                     
79 Total Project Cost       $6,658,761           
80 Total Capital Cost       $6,332,723 (calculated: Project Cost less Operating Reserve) 
81 Operating Reserve       $326,038           
82 NPV Discount Rate       20%           
83 Years for Analysis       7           
84                       
85 Mortgage Input Data                   
86 Equity         $1,434,373           
87 Principal Amount       $5,224,388 (calculated from Monthly Payment Below)   
88 Interest Rate       10.50%           
89 Term         30           
90 Monthly Payment       $47,790 (calculated using DCR of 1.25)     
91 Annual Payment       $573,474           
92                       
93 Depreciation                   
94 Building Basis       $5,829,932 (calculated: Project Cost less Land less Operating Reserve) 
95 Life         27.5           
96 Factor         1           
97 Depreciation       $211,998           
98                       
99 Annual Cash Flows                   
95 
 
100 Gross Rent         $1,100,823           
101 Rentable SF       $133,420           
102 Rent per SF       $8.25            
103 Rent Appreciation Rate       4%           
104 Vacancy Rate       5%           
105                       
106       Year 1 2 3 4 5 6 7 
107 Expenses per SF     $2.65  $2.76  $2.87  $2.98  $3.10  $3.23  $3.36  
108                       
109 Tax Rate         28%           
110                       
111 Sale Price Data                   
112 Capitalization Rate at Sale     9%           
113 Sales Commissions and Expenses     4%           
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APPENDIX F: Mortgage, Depreciation, and Sale Calculation 
Annual Mortgage and Depreciation Calculation                 
  Mortgage Calculation   0 1 2 3 4 5 6 7 
114 Beginning Balance    $5,224,388  $5,224,388  $5,198,240  $5,169,210  $5,136,981  $5,101,200  $5,061,476  $5,017,374  
115 Ending Balance    $5,224,388  $5,198,240  $5,169,210  $5,136,981  $5,101,200  $5,061,476  $5,017,374  $4,968,412  
116 Amortization of Principal     $26,148  $29,030  $32,229  $35,781  $39,724  $44,102  $48,962  
117 Interest       $547,326  $544,444  $541,245  $537,693  $533,750  $529,372  $524,512  
118                       
119 Depreciation Calculation                   
120 Beginning Balance    $5,829,932  $5,829,932  $5,617,934  $5,405,936  $5,193,939  $4,981,941  $4,769,944  $4,557,946  
121 Less Annual Depreciation     $211,998  $211,998  $211,997  $211,998  $211,997  $211,998  $211,997  
122 Ending Balance    $5,829,932  $5,617,934  $5,405,936  $5,193,939  $4,981,941  $4,769,944  $4,557,946  $4,345,949  
123 Cumulative Depreciation Taken     $211,998  $423,996  $635,993  $847,991  $1,059,988  $1,271,986  $1,483,983  
124 Recapture       $0  $0  $0  $0  $0  $0  $0  
125 Remaining Book Value      $6,120,725  $5,908,727  $5,696,730  $5,848,732  $5,272,735  $5,060,737  $4,848,740  
                        
Annual Cash Flows                     
  Before-Tax Cash Flow     1 2 3 4 5 6 7 
126 Gross Rent       $1,100,823  $1,144,856  $1,190,650  $1,238,276  $1,287,807  $1,339,320  $1,392,892  
127 Vacancy Rate      46.69% 5% 5% 5% 5% 5% 5% 
128 Vacancy       $514,023  $57,243  $59,533  $61,914  $64,390  $66,966  $69,645  
129 Adjusted Gross Income      $586,800  $1,087,613  $1,131,117  $1,176,362  $1,223,417  $1,272,354  $1,323,247  
130 Other Income    4% $14,576  $26,000  $27,040  $28,122  $29,247  $30,417  $31,634  
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131 Total Revenue      $601,376  $1,113,613  $1,158,157  $1,204,484  $1,252,664  $1,302,771  $1,354,881  
132                       
133 Operating Expenses    4% $353,940  $368,098  $382,822  $398,134  $414,060  $430,622  $447,847  
134 Other Expenses      $0  $0  $0  $0  $0  $0  $0  
135 Total Expenses      $353,940  $368,098  $382,822  $398,134  $414,060  $430,622  $447,847  
136                       
137 Net Operate Income      $247,436  $745,515  $775,335  $806,350  $838,604  $872,149  $907,034  
138                       
139 Annual Debt Service      ($573,474) ($573,474) ($573,474) ($573,474) ($573,474) ($573,474) ($573,474) 
140 Operating Reserve      $326,038              
141 Total Before Tax Cash Flow     $0  $172,041  $201,861  $232,876  $265,130  $298,675  $333,560  
142                       
143 Tax Calculation                    
144 Net Operating Income      $247,436  $745,515  $775,335  $806,350  $838,604  $872,149  $907,034  
145 Interest       ($547,236) ($544,444) ($541,245) ($537,693) ($533,750) ($529,372) ($524,512) 
146 Depreciation      ($211,998) ($211,998) ($211,997) ($211,998) ($211,997) ($211,998) ($211,997) 
147 Taxable Income (Loss)      ($511,798) ($10,927) $22,093  $56,659  $92,857  $130,779  $170,525  
148 Passive Loss Offset      $0  $0  $22,093  $56,659  $92,857  $130,779  $170,525  
149 Taxable Income      $0  $0  $0  $0  $0  $0  $0  
150 Passive Loss Carry Forward     ($511,798) ($522,815) ($500,722) ($444,063) ($351,206) ($220,427) ($49,902) 
151 Taxes       $0  $0  $0  $0  $0  $0  $0  
152                       
153 After-Tax Cash Flow                    
154 Before-Tax Cash Flow      $0  $172,041  $201,861  $232,876  $265,130  $298,675  $333,560  
155 Less Taxes      $0  $0  $0  $0  $0  $0  $0  
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156 Total Cash Flow after Tax     $0  $172,041  $201,861  $232,876  $265,130  $298,675  $333,560  
                        
Sale Calculation for Severn Annual Holding Periods   1 2 3 4 5 6 7 
  Cash from Sale before Tax                   
157 Sales Price       $8,283,499  $8,614,835  $8,959,466  $9,317,825  $9,690,539  $10,078,159  $10,481,289  
158 Less Commission      $331,340  $344,593  $358,379  $372,713  $387,622  $403,126  $419,252  
159 Adjusted Sales Price      $7,952,159  $8,270,242  $8,601,087  $8,945,112  $9,302,917  $9,675,033  $10,062,037  
160 Less Mortgage Balance     $5,198,240  $5,169,210  $5,136,981  $5,101,200  $5,061,476  $5,017,374  $4,968,412  
161 Total Cash from Sale before Tax     $2,753,919  $3,101,032  $3,464,106  $3,843,912  $4,241,441  $4,657,659  $5,093,625  
162                       
163 Taxes                     
164 Adjusted Sales Price      $7,952,159  $8,270,242  $8,601,087  $8,945,112  $9,302,917  $9,675,033  $10,062,037  
165 Less Remaining Book Value     $6,120,725  $5,908,727  $5,696,730  $5,848,732  $5,272,735  $5,060,737  $4,848,740  
166 Total Taxable Gain      $1,831,434  $2,361,515  $2,904,357  $3,096,380  $4,030,182  $4,614,296  $5,213,297  
167 Passive Loss Carryforward     ($511,798) ($522,815) ($500,722) ($444,063) ($351,206) ($220,427) ($49,902) 
168 Capital Gain      $1,319,636  $1,838,700  $2,403,635  $2,652,317  $3,678,976  $4,393,869  $5,163,395  
169                       
170 Tax on Capital Gain      $369,498  $514,836  $673,018  $742,649  $1,030,113  $1,230,283  $1,445,751  
171 Total Tax from Sale      $369,498  $514,836  $673,018  $742,649  $1,030,113  $1,230,283  $1,445,751  
172                       
173 Cash from Sale after Tax                   
174 Cash from Sale before Tax      $2,753,919  $3,101,032  $3,464,106  $3,843,912  $4,241,441  $4,657,659  $5,093,625  
175 Less Tax       $369,498  $514,836  $673,018  $742,649  $1,030,113  $1,230,283  $1,445,751  
176 Total Cash From Sale after Tax     $2,384,421  $2,586,196  $2,791,088  $3,101,263  $3,211,328  $3,427,375  $3,647,875  
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Return Measures                     
                        
177 Internal Rate of Return 7 years   0 1 2 3 4 5 6 7 
178 Equity     ($1,108,335) ($326,038) $0  $0  $0  $0  $0  $0  
179 Annual Cash Flows      $0  $172,041  $201,861  $232,876  $265,130  $298,675  $33,560  
180 Cash from Sale before Tax                 $5,093,625  
181 Total Before-Tax Cash Flow   ($1,108,335) ($326,038) $172,041  $201,861  $232,876  $265,130  $298,675  $5,427,185  
182                       
183 Before-Tax IRR    28.55%               
184 After-Tax Cash Flows    $0  $0  $172,041  $201,861  $232,876  $265,130  $298,675  $333,560  
185 Cash from Sale before Tax                 $3,647,847  
186 Total After-Tax Cash Flow   ($1,108,335) ($326,038) $172,041  $201,861  $232,876  $265,130  $298,675  $3,981,434  
187                       
188 After-Tax IRR    24.01%               
189                       
190 Simple Return Measures                   
191 NOI/Purchase Price      3.72% 11.20% 11.64% 12.11% 12.59% 13.10% 13.62% 
192 Before-Tax Cash Flow/Equity     0% 11.99% 14.07% 16.24% 18.48% 20.82% 23.25% 
193 Tax Shelter/Equity      0% 0% 1.54% 3.95% 6.47% 9.12% 11.89% 
194                       
195 Multiple Holding Period Returns                   
196 After-Tax IRR      85.72% 43.73% 33.57% 29.09% 26.61% 25.06% 24.01% 
197 Net Present Value @ 20%     505838 446174 392885 345837 304728 269133 238569 
 
 
